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To the Shareholders 


The Company’s consolidated net income for 
1977 was $62.5 million, $15.63 per share, 
compared with $51.4 million, $12.84 per share, 
in 1976. Included in 1976 net income is an 
extraordinary item of $1.0 million, $0.26 per 
share, which represents the Company’s equity 
in an extraordinary item of Mclntyre Mines 
Limited, an affiliated company. 


During 1977 the Company sold its remaining 
949,072 shares of Texaco Inc. capital stock, 
realizing a $9.3 million gain; there were no 
sales of Texaco Inc. stock in 1976. For an 
analysis of the variations in the other major 
items of consolidated income and expense, 
refer to Management's Analysis and Discussion 
of the Consolidated Statement of Income on 
pages 32 through 34 of this report. 


Consolidated net income for the three months 
ended December 31, 1977 was $5.1 million, 
$1.28 per share, compared with $6.8 million, 
$1.69 per share, for the same period in 1976. 
Included in fourth quarter earnings for 1976 
is the previously mentioned extraordinary item. 


On December 5, 1977, the Financial Account- 
ing Standards Board issued Statement of Finan- 
cial Accounting Standards No. 19, ‘Financial 
Accounting and Reporting by Oil and Gas Pro- 
ducing Companies.’” Under Statement No. 19, 
the Company is required to change some of 
its accounting policies, effective initially for 
fiscal years beginning after December 15, 1978, 
but with retroactive application in that financial 
statements for prior periods must be restated 
to reflect such changes. The most significant 
change in accounting policies affecting the 
Company is the required capitalization of in- 
tangible drilling and development costs on a 
“successful efforts’’ basis; the Company has 
always expensed such costs in the year in- 
curred. Another material change in accounting 
policy is the requirement that the amount of 
any impairment in the cost of a nonproductive 
lease be charged to expense in the year in 
which such impairment is sustained; the exist- 
ing general policy of the Company is to charge 


the entire costs of a nonproductive lease to 
expense in the year in which the lease expires 
or is surrendered. None of the changes required 
by Statement No. 19 have been made in the 
Company’s financial statements, but it is esti- 
mated that the effect of such changes would 
be to increase retained earnings at December 
31, 1977 by approximately 15 percent to 18 
percent and would increase net income for the 
years ended December 31, 1977 and 1976 by 
29 percent to 35 percent and 17 percent to 
20 percent, respectively. 


LONG TERM DEBT 


In December 1977 the Company borrowed 
$20.0 million from a bank evidenced by a 
demand note, which was refinanced in March 
1978, by the execution of a Term Loan Agree- 
ment, pursuant to which said $20.0 million 
will be repayable in nine substantially equal 
semiannual installments beginning on Septem- 
ber 1, 1983. The total consolidated long-term 
debt at December 31, 1977, including the fore- 
going amount, was $85.0 million. 


PRODUCTION AND SALES FOR 1977 
Consolidated 


All consolidated average daily production and 
sales statistics are shown on a gross basis since 
provincial government royalties on Canadian 
production are determined by applying a grad- 
uated percentage scale to gross sales proceeds. 
Consolidated average daily gross production 
of crude oil and condensate in 1977 decreased 
1.6 percent from 1976. Consolidated average 
daily gross sales of natural gas and consolidated 
average daily gross production of natural gas 
liquids increased 4.2 percent and 7.4 percent 
from 1976, respectively. 


Excluding Canadian Superior 


Average daily net crude oil and condensate 
produced by the Company and _ its wholly 
owned subsidiaries decreased 2.5 percent from 
41,264 barrels in 1976 to 40,224 barrels in 1977, 
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compared to a 5.4 percent decrease from 1975 
to 1976. The decrease is principally due to the 
natural decline of producing fields in Texas 
and offshore Louisiana, partially offset by in- 
creases in new developmental production in 
Louisiana and Utah. Revenues from the sale 
of crude oil and condensate increased by $7.1 
million in 1977 due to new production and 
price increases. The Company realized an aver- 
age price for domestic crude of $7.81 per 
barrel, an increase from 1976 of 70 cents per 
barrel. 


Natural gas processed or sold by the Company 
and its wholly owned subsidiaries increased 
5.9 percent from 795,647 Mcf per day in 1976 
to 842,539 Mcf per day in 1977, compared to 
a decrease of 7.4 percent from 1975 to 1976. 
The increase is primarily due to new production 
in onshore and offshore areas of Louisiana, 
partially offset by the natural decline of pro- 
ducing fields in Texas. Revenue, net of royalty 
payments, attributable to natural gas processed 
or sold increased $55.9 million, primarily due 
to upward price redeterminations in certain 
intrastate sales contracts and increased prices 
for certain interstate gas sales. During 1977 
approximately 25 percent of domestic gas 
produced was sold in intrastate markets. 


Average daily gross natural gas liquids pro- 
duced by the Company and its wholly owned 
subsidiaries increased from 10,615 barrels in 
1976 to 12,153 barrels in 1977. 


NATURAL GAS SALES SUBJECT TO REFUND 


Included in the Company’s consolidated bal- 
ance sheet at December 31, 1976, as a current 
liability was the amount of $30,692,000 as 
Natural Gas Sales Subject to Refund. Please 
refer to the 1976 Annual Report for a summary 
of the lengthy and complex administrative and 
judicial proceedings with respect to this matter. 
Pursuant to an order from the Federal Energy 
Regulatory Commission (FERC), the successor 
to the Federal Power Commission, to refund 
to gas purchasers by October 31, 1977, the 


entire amount of the refund obligation, the 
Company actually refunded to certain pur- 
chasers approximately $2.1 million. Agree- 
ments were negotiated with the other gas 
purchasers providing for a credit against the 
remaining refund obligation in amounts equiva- 
lent to 40 percent of future exploration and 
development expenditures in specified offshore 
areas in consideration for the dedication to 
such purchasers of any new gas discoveries 
in the areas. In order to be effective, such 
agreements must be approved by FERC and 
all necessary filings for this purpose have been 
made. If these agreements are approved by 
FERC, the Company will be in the position 
to discharge its remaining refund obligations 
by conducting exploratory and development 
activities for new supplies of natural gas sorely 
needed for the interstate market. If such agree- 
ments are not approved, the Company will be 
required to refund to the gas purchasers its 
remaining obligation, which at December 31, 
1977, amounted to $30.1 million, including 
accrued interest of $16.2 million. 


PRICE CONTROLS 


The oil and gas industry continues to cope 
with various and complex Federal controls on 
prices of natural gas sold in interstate com- 
merce, crude oil and condensate and natural 
gas liquids. Interstate gas sales have been 
subject to regulation for over twenty years. 
Although there has been gradual recognition 
at both administrative and judicial levels in 
recent. years of the absolute necessity of in- 
creased gas prices for interstate sales, the 
nation still faces the bleak prospect of inade- 
quate future gas supplies. In order to provide 
adequate incentives to those private entities 
engaged in efforts to alleviate this problem, 
it is essential that legislation decontrolling 
natural gas prices be enacted promptly. The 
most recent judicial recognition of an increased 
price structure is evidenced by the United 
States Supreme Court’s denial on February 27, 
1978, of petitions for certiorari for the review 
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of a decision by the District of Columbia 
Court of Appeals which upheld FPC Opinions 
770 and 770-A. The highest price permitted 
under these Opinions presently is $1.48 per 
Mcf (including applicable escalations) for sales 
of gas from wells drilled after January 1, 1975. 
It should be noted that FPC Opinion No. 749 
limits the price to 29.5 cents per Mcf for wells 
which were drilled and from which sales com- 
menced prior to January 1, 1973. Crude oil, 
condensate and natural gas liquids sales con- 
tinue to be restricted by applicable controls 
to prices below market levels. Maintaining 
these controls effectively limits the ability of 
producers to develop to the maximum extent 
the nation’s domestic resources. Such con- 
trols represent a formidable roadblock to the 
solution of the problem of increasing imports 
of these products which magnify the deficit 
in our balance of payments and the erosion 
of the dollar in the world markets. In view of 
the increasing severity of these problems, the 
controlled pricing of upper-tier oil (that pro- 
duced from new properties after 1975 and 
produced from older properties above certain 
base levels) to values less than those allowed 
on September 30, 1975, appears to be com- 
pletely unrealistic. Further, the price of lower- 
tier oil, that produced from properties in 
production before 1976, was limited to an 
industry-wide average price in 1977 of $5.12 
per barrel. 


OIL AND GAS ACTIVITIES 


In recognition of the necessity for the dis- 
covery and development of domestic oil and 
gas reserves and the expectation that a more 
realistic and equitable pricing structure for 
oil and gas production will evolve, the Com- 
pany substantially increased its exploratory and 
development activities and commitments dur- 
ing 1977, primarily in the United States. Total 
capital expenditures, including geological and 
geophysical expenses and intangible develop- 
ment costs, incurred by Superior and its wholly 
owned subsidiaries in 1977 were approximately 
$223 million, consisting of $111 million in 


exploration costs and $112 million in develop- 
ment costs. Comparable figures for 1976 were 
$62 million in exploration costs and $66 million 
in development costs, a total of $128 million. 
It is anticipated that for 1978 total develop- 
ment capital expenditures could approach 
$200 million and that exploratory capital ex- 
penditures, exclusive of offshore lease acquisi- 
tion costs, will be approximately $100 million. 


DOMESTIC EXPLORATION 


As indicated above, the Company’s- domestic 
exploration program was substantially acceler- 
ated in 1977 with major lease acquisitions 
in various areas together with an aggressive 
seismic and wildcat drilling program. 


In the Gulf of Mexico Federal lease sale held 
on June 23, 1977 the Company acquired inter- 
ests in eight tracts for $36.0 million. The entire 
working interest was acquired in two tracts, 
West Cameron Blocks 106 and 107, for bonuses 
of $1.2 million and $24.1 million, respectively. 
Superior’s working interests in the other tracts 
range from 20 percent to 31 percent. 


Hydrocarbons were encountered in the drilling 
of initial wildcat wells on West Cameron Block 
498, Vermilion Block 58 and Vermilion Block 
73, offshore Louisiana, all three of which were 
acquired in the Federal lease sale referred to 
above. Additional drilling will be required to 
assess the significance of these discoveries. 
Superior’s share of the bonuses paid for these 
three tracts was $4.7 million for West Cameron 
Block 498, $2.8 million for Vermilion Block 
58 and $0.7 million for Vermillon Block 73. 


Two successful exploratory wells were drilled 
on West Cameron Block 264, offshore Louisi- 
ana, which was acquired in a Federal lease sale 
in November 1976. Engineering studies have 
commenced to determine the feasibility of 
development. Superior has a 50 percent work- 
ing interest in the block and is the operator. 
Superior acquired a 25 percent working interest 
in portions of South Marsh Island Blocks 234 
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and 235, offshore Louisiana, by participating 
as operator in the costs of drilling a gas dis- 
covery well. 


The Company acquired a 667/43 percent working 
interest in Matagorda Island Block 483-L, off- 
shore Texas, through the drilling of a gas 
discovery well. A second well on the block 
was dry. 


Superior participated in two University of Texas 
land lease sales during the year. At the April 7, 
1977 sale, 19 tracts covering 6,226 acres were 
purchased for a total consideration of $1.1 


tne. 


million. At the December 7, 1977 sale, 13 tracts 
encompassing 3,990 acres were purchased for 
an aggregate bonus of $493,000. 


In Eddy County, New Mexico, Superior has a 
17 percent working interest in a gas discovery 
well, the Hanagan #1 North Horseshoe Bend. 
This well is presently shut-in, pending the 
completion of gas contract negotiations and 
the necessary pipeline connection. 


Several large land transactions in the Rocky 
Mountain Area were consummated during 
1977. In northern Montana, Superior acquired 


The B.T. Broussard No. 1 well with gas condensate separating 


facilities in the Kaplan Field, Vermilion Parish, Louisiana. 
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a net interest of approximately 30,000 acres in 
142,000 gross acres from Rainbow Resources 
for a consideration of $1.3 million. Superior 
will bear its proportionate share of a $4.0 
million drilling, seismic and lease acquisition 
program. The seismic program began in early 
January and three wells are planned for 1978. 


In southeastern Montana, North Dakota, Wy- 
oming and Utah, Superior acquired a 75 per- 
cent interest in 189,000 gross acres for $4.5 
million and committed to a $2.8 million obli- 
gation involving seismic and drilling programs. 
The seismic program began in late 1977 and 
it is anticipated that the first well will be drilled 
in the second quarter of 1978. 


In the Powder River Basin of Wyoming, Su- 
perior acquired a net interest of 45,000 acres 
for a consideration of $1.8 million. Superior’s 


Jackup drilling rig on location, West Cameron Block 71 
Field, well OCS-0244 #17, offshore Louisiana. Production 
structure No. 13 in background. 


interest in the total acreage ranges from 12.5 
percent to 50 percent. Two successful wildcat 
wells involving the acreage were completed 
in 1977 and a third wildcat well encountered 
oil shows. 


In Nebraska, Superior acquired a 25 percent 
interest in 250,000 gross acres for a considera- 
tion of $310,000. Superior has borne its propor- 
tionate share of the costs of a 100-mile seismic 
program and the drilling of two exploratory 
wells, both of which were dry. Preparations are 
being made to drill a third well. 


DOMESTIC DEVELOPMENT 


The major portion of expenditures for domestic 
development drilling in 1977 was incurred in 
South Louisiana, both onshore and offshore. 


Following the completion in 1976 of a gas dis- 
covery well in the Kaplan Field, Vermilion Par- 
ish, two development wells have been com- 
pleted, confirming the existence of significant 
gas reserves. In early 1977 Superior purchased 
an additional working interest of about 3 per- 
cent in all of its leases in this field and now 
owns a 53 percent working interest in the 
leases. Further development drilling is sched- 
uled in 1978. 


Due to past extensive development, average 
daily production from the Bayou Penchant 
Field, Terrebonne Parish, increased substantial- 
ly in 1977. An additional gas well was com- 
pleted in this field during the year and addi- 
tional development drilling is anticipated. The 
Company’s working interest in most of the 
productive wells is 100 percent. 


In the Four Isle Dome Field, Terrebonne Parish, 
two wells were completed, one as an oil pro- 
ducer and the other as a gas producer com- 
pleted in two zones. Superior has a 100 percent 
working interest in both wells. Two additional 
wells in this field were drilling at year-end and 
further development is planned for 1978. 


Three of the wells have been completed as 
gas producers in the Lac Blanc Field, Vermilion 
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Parish. Superior has a 100 percent working in- 
terest in two of the wells and a 78.8 percent 
working interest in the other. An excellent gas 
well, in which Superior has a 49.5 percent 
working interest, was completed in the Bayou 
Rambio Field, Terrebonne Parish. 


Other successful onshore development wells 
in Louisiana were completed in the Deep Lake 
Field, Cameron Parish; Kent Bayou Field, Terre- 
bonne Parish; S. E. Gueydan Field, Vermilion 
Parish and Bosco Field, Acadia Parish. In addi- 
tion to the development drilling, an extensive 
workover and recompletion program was con- 
ducted in several South Louisiana fields which 
resulted in increased production from older 
wells. 


In the West Cameron Block 71 Field, offshore 
Louisiana, six development wells were drilled. 


Monte Von Rosenberg No. 2 Edwards limestone discov- 
ery well, North Word Field, Lavaca County, Texas. Well 
No. 3 drilling in background. 


One well was completed as a gas well, four 
wells will be completed as gas wells during 
the first quarter of 1978 and one well was 
abandoned. Two additional wells are presently 
drilling in the field. Production Platform No. 7 
was placed on line in July 1977 with produc- 
tion from previously drilled wells and has 
made a significant contribution to increased 
gas sales from the field. Superior has a 100 
percent working interest in the field. 


Seven wells were drilled in the South Marsh 
Island Block 243 Field, offshore Louisiana, four 
of which were gas producers and three of 
which were abandoned. Production from these 
gas wells is expected to commence during 
July 1978, following installation of production 
facilities and pipeline availability. Production 
Platform “A’’ in this field was placed on pro- 
duction in August 1977 with four previously 
drilled gas wells. Additional development of 
this field, in which Superior has a 38 percent 
working interest, is planned for 1978. 


Eight successful gas development wells were 
completed in the Eugene Island Block 306 
Field, offshore Louisiana, increasing production 
from the field. Superior’s working interest in 
the field is 20.99 percent. In addition, an ex- 
tensive workover and redrilling program was 
completed in the Eugene Island Block 296 
Field, in which Superior has a working interest 
of 18.75 percent. 


Other successful offshore Louisiana develop- 
ment wells were drilled in Eugene Island Block 
100 Field (oil), 90.5 percent working interest, 
and Vermilion Block 182 Field, 25.12 percent 
working interest. 


In onshore Texas Gulf Coast area a gas dis- 
covery well in the North Word Field, Lavaca 
County, was completed in March 1977. One 
development well has been completed as a 
producer and another well was in progress at 
year-end. An acid gas treating plant with a daily 
capacity of 40 million cubic feet of gas was de- 
signed and installed in the field to meet the 
quality specifications of the gas sales contract. 
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The facility was completed and placed in 
operation the latter part of December 1977 and 
is presently handling 4.5 million cubic feet of 
gas per day. Superior owns a 100 percent work- 
ing interest in these wells. 


Development continued in the M. B. Traylor 
Field, Jackson and Calhoun Counties, with the 
completion of five gas and gas condensate 
wells. Superior has a 100 percent working inter- 
est in this field. 


The more significant development drilling ac- 
tivities in West Texas during the year were in 
the War-Wink, South (Wolfcamp) Field, Ward 
County (Superior owns a 100 percent working 
interest) and the Gomez Field, Pecos County 
(Superior owns a 25 percent working interest). 
Both fields are producing gas from a Wolfcamp 
formation and several additional wells are 
planned for 1978. 


Development drilling continued in the Mata- 
gorda Island area, offshore Texas, with two 
gas completions on State Block 582-S. Superior 
has a 100 percent working interest in these 
wells. Two drilling and production platforms 
were installed on the High Island Blocks 342 
and 343 and the first well of a seventeen-well 
program was drilled. A pipeline is being con- 
structed to the platforms and gas sales are 
expected to commence by mid-year. 


Other offshore Texas development activities 
in which the Company participated were two 
gas wells in High Island Blocks 110 and 111 
(Superior working interests 1.5 percent and 3.0 
percent, respectively), and nine gas wells in 
High Island Block 323 (Superior working inter- 
est 3.0 percent). 


Three oil development wells were drilled in 
the Illinois Basin area and a fourth was 
deepened to another production horizon. Su- 
perior owns a 100 percent working interest in 
three of the wells and a 71 percent working 
interest in the other well. In addition, an active 
workover program was conducted to maximize 
production in the area. Further development is 


planned during 1978. Such activities are indica- 
tive of the Company’s efforts to increase pro- 
duction in its more mature producing areas. 


The infill development drilling program in the 
McElmo Creek Unit, San Juan County, Utah 
was completed in 1977, and oil production has 
increased substantially. Forty-six wells were 
drilled during the year bringing the total infill 
drilling to 75 wells. Additional development 
work is continuing in order to optimize the 
recovery of oil from this unit. Superior’s work- 
ing interest is 36.5 percent. In the adjacent 
Aneth Unit (Superior 8.6 percent working 
interest) and White Mesa Unit (Superior 10.0 
percent working interest), eighteen infill oil 
wells were completed and additional wells are 
being drilled. 


NORTH SEA AREA 


Superior Overseas Development Company, 
Ltd., a wholly owned subsidiary, and other 
licensees in the Arpet Group’s License P.188 
farmed out 50 percent of their interests in 
Block 30/23 located in United Kingdom waters. 
The farmee drilled an exploratory well at no 
cost to the subsidiary and failed to log any 
significant shows of hydrocarbons. This well 
satisfies the five-well commitment of the li- 
cense. Superior now owns a 12.5 percent 
working interest in Block 30/23 and a 25 per- 
cent working interest in the remaining blocks 
of the license. 


Norwegian Superior Oil Company, wholly 
owned by the Company, conducted extensive 
geological and geophysical evaluation of por- 
tions of the Norwegian North Sea in anticipa- 
tion of the fourth round of bidding for licenses 
expected to occur in the first half of 1978. 


Licensees in Netherlands Blocks K-9 and K-12 
jointly commenced a Rotliegendes sandstone 
test late in the year. The well is located in 
Block K-12 near its common boundary with 
Block K-9. Purpose of the test is to aid in the 
delineation of the Rotliegendes gas reservoir. 
Each of the two prior exploratory wells in 
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Block K-12 tested gas flow rates in excess of 
20 million cubic feet per day. Netherlands 
North Sea Superior Oil, Ltd., a wholly owned 
subsidiary, has a 10 percent working interest 
in Block K-12. 


PAPUA NEW GUINEA 


Another company continued its active explora- 
tion program in the Gulf of Papua area on a 
farm-out from Australian Superior Oil Com- 
pany, Ltd., a wholly owned subsidiary, and 
other licensees of permits covering approxi- 
mately 5,000 square miles. The farmee drilled 
an unsuccessful offshore exploratory well to 
11,265 feet to test the Mesozoic at no cost 
to Australian Superior. The farmee also con- 
ducted an onshore seismic survey and plans to 
drill an exploratory well in 1978 free of cost 
to the subsidiary. Areas around the offshore 
Uramu and Pasca gas discovery wells, covering 
700 square miles, were excluded from the 
above farm-out. Australian Superior and _ its 
partners will complete an economic feasibility 
study during 1978 for commercial development 
of the gas reserves. Australian Superior has a 
7.5 percent interest in the farm-out acreage 
and a 15 percent interest in the excluded 
acreage. 


MIDDLE EAST 


Superior has an option to acquire all of the 
outstanding shares of Neptune Oil Company, 
Inc. Neptune has a contract with the Israel 
National Oil Company, Ltd. to conduct petro- 
leum operations in the Gulf of Suez, a portion 
of the territory held and administered by 
Israeli defense forces since 1967. Neptune's 
interests are subject to well-known political 
uncertainties in the region. The contract pro- 
vides for recovery of expenditures out of a 
portion, not in excess of 60 percent, of any 
proceeds from oil produced and Neptune is 
entitled to 25 percent of the remaining pro- 
ceeds from oil produced. 


The option was earned without further con- 
sideration by Superior providing funds for 


drilling two exploratory wells. Superior has 
provided a portion of the funds for drilling two 
additional exploratory wells, the last of which 
was completed after drilling to 6,767 feet and 
encountered hydrocarbons in quantities that 
are believed to be commercial. A development 
well was drilled and completed and another 
development well is now in progress. Financing 
for the development wells was provided to 
Neptune through nonrecourse financing. 


Tests of the two completed wells indicate 
initial rates of production totalling 10,000 
barrels per day and production could com- 
mence during the first half of 1978. 


Other parties participated in 7% percent of 
Neptune’s rights and costs in the discovery 
area and may participate in up to 15 percent 
of Neptune’s rights in the remainder of the 
contract area with the obligation to bear a 
corresponding portion of the cost. Of the funds 
advanced by Superior, $22 million has been 
expensed in its 1977 income statement and 
another $8 million in pipe and other materials 
is expected to be recovered. 


The extent of further exploration and develop- 
ment in the area has not been determined. 


CANADIAN SUPERIOR OIL LTD. 


Net income (in Canadian dollars) increased 
from $38.4 million, or $4.49 per share, in 1976 
to $55.1 million, or $6.44 per share, in 1977. 
Higher prices for crude oil and natural gas 
resulted in a revenue incréase of $30.8 million, 
bringing the total to $178.3 million in 1977. 


Production of crude oil and natural gas liquids 
declined marginally to 34,244 barrels per day. 
Higher prices increased revenue to $89.6 mil- 
lion, up 16 percent from the previous year. 
Sales volumes of natural gas declined 7 percent 
from 1976 to 219 million cubic feet per day. 
This decrease is a result of a gas surplus situa- 
tion in Alberta. Higher gas prices, however, 
brought revenue from this source to $75.8 
million; an increase of 20 percent from the 
previous year. Sulphur sales averaged 640 long 
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tons per day compared to 420 long tons per 
day in 1976. Despite slightly lower average 
prices, sulphur revenue increased 38 percent 
to $3.3 million. 


Canadian Superior’s exploration and develop- 
ment program in Canada during 1977 was 
concentrated in the Foothills and Deep Basin 
areas of west central Alberta and northeastern 
British Columbia. Although drilling was cur- 
tailed to some extent by the limited availability 
of rigs, geophysical activities reached an all 
time high. Participation in international activi- 
ties continued during the year with further 
acquisition of interests in the Dominican Re- 
public, Australia, the Philippines and the United 
States. Exploration and drilling expenditures 
totaled $48.1 million compared to $41.1 million 
during 1976. Lease acquisition costs totaled 
$30.7 million, higher than the previous three 
years combined. 


In December 1977, Canadian Superior made an 
offer for all of the 7,766,461 outstanding shares 
and stock options of Alminex Limited, a Canad- 
ian oil and gas exploration and production 
company whose activities complement those of 
Canadian Superior. The offer consisted of cash 
of $7.00 plus one thirteenth of a share of 
Canadian Superior for each share of Alminex. 
By December 31, 1977, Canadian Superior had 
acquired 65.3 percent of the outstanding shares 
of Alminex; such percentage had increased to 
93.7 percent at March 9, 1978. It is expected 
that Canadian Superior will acquire all of the 
remaining shares of Alminex within the next 
few months. 


The Company owns 4,556,760 shares of com- 
mon stock of Canadian Superior, or 50.9 per- 
cent of the 8,943,796 shares issued and out- 
standing at December 31, 1977. 


McINTYRE MINES LIMITED 


In 1977 earnings from Mclntyre’s operations, 
expressed in Canadian dollars, were $9,023,000 
before provision for deferred income taxes, 


10 


compared with $13,841,000 for the prior year. 
After tax earnings before nonrecurring items 
were $6,103,000 in 1977 and $10,815,000 in 
1976. Nonrecurring items in 1977 were a 
charge against earnings of $3,003,000 resulting 
from a write-down in the coal inventory on 
hand at year’s end from realizable value to 
cost, a charge against earnings of $13,450,000 
resulting from writedowns of investments in 
affiliated companies and a credit to earnings 
of $7,535,000 representing the Company’s 
equity in the gain on sale of an investment by 
an affiliate. The nonrecurring item in 1976 
was a Credit to earnings of $2,741,000 resulting 
from the application of prior years’ losses to 
taxable income. The consolidated loss of 
the Company in 1977, including its equity 
in the losses of its affiliated companies Falcon- 
bridge Nickel Mines Limited and Madeleine 
Mines Limited, and the nonrecurring loss re- 
ferred to above was $15,414,000 or $6.51 per 
share compared with earnings of $16,164,000 
or $6.82 per share for 1976. 


Earnings from operations in 1977 were below 
those of 1976 despite higher coal prices and 
a significant reduction in operating costs. Ad- 
verse factors were higher rail freight charges 
and coal royalties, increased exploration costs, 
and loss of dividend income from the Com- 
pany’s affiliates. The coal division earned 
$12,264,000 in 1977 compared with $14,268,000 
in 1976. Dividend income for the two years 
was $924,000 and $2,448,000, respectively. 
Corporate administrative and exploration ex- 
penses were $863,000 and $3,222,000, respec- 
tively in 1977 compared with $1,132,000 and 
$1,690,000 for 1976. Capital expenditures in 
1977 included outlays for open pit and under- 
ground mining equipment and maintenance 
facilities and advance waste removal at No. 9 
surface mine totaling $21,055,000, compared 
with $17,805,000 for 1976. All major mine and 
plant units at Smoky River are now equipped 
for capacity production and additional expen- 
ditures will be primarily for unit replacements 
and major maintenance. The 1978 capital budg- 
et totals $5.2 million of which $1.2 million will 


THE SUPERIOR OIL COMPANY AND SUBSIDIARY COMPANIES 


be expended on advance waste removal at 
No. 9 mine. 


During the year the Company received the 
approval from the Alberta Energy Resource 
Conservation Board of its application for an 
extension of the No. 9 mine covering approxi- 
mately 62.5 million raw long tons of recover- 
able coal. 


The Madeleine Mine Ltd. operation in Que- 
bec was suspended in January 1977 and the 
mine and plant were maintained on a standby 
basis throughout the year. The company sus- 
tained a cash loss of $533,000 in 1977 largely 
due to employee severance payments, power 
supply contract minimum charges and mainten- 
ance expense. Working capital on December 
31, 1977 was $2,496,000 consisting chiefly of 
cash and short-term investments. 


MINING 

Exploration programs for base and precious 
metals were continued in the United States and 
various foreign countries by Superior and cer- 
tain of its affiliated Canadian companies. Efforts 
have been principally concentrated in the 
western United States, Maine, the Great Lakes 
region, Canada and Chile. 


The Delamar Silver Mine in Owyhee County, 
Idaho, in which the Company owns 23.75 per- 
cent, completed pre-production stripping and 
stockpiling of ore and the plant went into 
production during the last half of April 1977. 
The ore grade has measured up to expectations, 
but mill tonnage rates and recoveries have 
been low due to numerous start-up problems 
experienced in the plant. New cyclones are 
currently being installed that will facilitate 
grinding and increase the recovery. It is antici- 
pated that mill feed rates of 1,700 tons per day 
and improved recoveries will be achieved by 
mid-year. 


On October 21, 1977, the Company and The 
Louisiana Land and Exploration Company an- 
nounced that their jointly controlled mineral 
project in northern Maine has completed three 


il 


holes which encountered significant copper, 
zinc, gold, and silver mineralization. Several ad- 
ditional holes have been completed in the 
vicinity of this mineralization which confirmed 
the presence and grade of a potentially eco- 
nomic sulfide deposit. Drilling is continuing 
and metallurgical testing of the ore com- 
menced during the first quarter of 1978. The 
two companies are bearing the costs of this 
project equally. 


Superior, Canadian Superior, Falconbridge and 
McIntyre entered into a foreign investment 
agreement with Chile authorizing the explora- 
tion, prospecting and development of certain 
mining claims in Northern Chile known as 
Quebrada Blanca. Drilling commenced at 
Quebrada Blanca on October 10, 1977 and has 
encountered encouraging mineralization. Addi- 
tional drilling was in progress at the end of the 
year and will continue during 1978. 


OIL SHALE 


The Company continues to evaluate the eco- 
nomic potential of its oil shale and associated 
minerals deposit in Rio Blanco County, Colo- 
rado. Although pilot testing of the potential 
multi-mineral oil shale process, exclusive of the 
mining step, has been substantially completed 
with positive results, there are various other 
factors which must be considered in assessing 
the economic feasibility of such a high capital 
intensive project. Among them is the delay of 
Government officials in completing the work 
they consider necessary to approve the Com- 
pany’s application for an exchange of land 
between the Company and the Government. 


AGRICULTURE 


The year 1977 was a significant one in the 
growth of Superior Farming Company, a wholly 
owned subsidiary of the Company. A precool- 
ing and cold storage plant was completed in 
Coachella, California and all of the subsidiary’s 
grape production in this area was processed in 
this plant. The subsidiary acquired full owner- 
ship of Superior Packing Company in Fresno, 
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California by the purchase of the remaining 
stock from the other stockholders. Most of the 
subsidiary’s production of plums, peaches, 
nectarines and apricots in the San Joaquin 
Valley was packed and shipped through the 
Superior Packing Company facilities under the 
“Premium SF” and “Clo-Cal” labels to markets 
in the United States and Canada. 


As more of Superior Farming’s developmental 
crops reached maturity during the year, the 
acreage in commercial crops increased to 73 
percent of the total acreage owned. Two serious 
circumstances prevented the farming activities 
from becoming profitable in 1977. The first was 
the worst drought recorded in the history of 
California. This necessitated increased water 
pumping, which accompanied by higher power 
rates, resulted in total irrigation costs for the 
year exceeding well over $1.0 million of normal 
costs. The second event was a most unusual 
rain in August which destroyed most of the 
California dried fig crop. Superior Farming is a 


principal producer of dried figs and lost ap- 
proximately 94 percent of its expected crop due 
to the resulting mold on the fruit, thereby sus- 
taining a revenue loss of approximately $1.0 
million. 


ACQUISITION OF AUSTRAL ASSETS 

In September 1977, the Company and Austral 
Oil Company Incorporated agreed in principle 
to the acquisition by the Company of substan- 
tially all of Austral’s assets for cash. On March 
10, 1978, the parties executed a definitive 
agreement with respect thereto. The consum- 
mation of the sale of assets to the Company 
is contingent upon the adoption of a plan of 
complete liquidation of Austral by its stock- 
holders at a Special Meeting to be held on 
March 30, 1978. If this plan is adopted by Aus- 
tral’s stockholders, it is expected that the initial 
closing of such sale will be effected on March 
31, 1978. 


Under the agreement, the Company will pur- 
chase all of Austral’s domestic producing and 


Inside view of Superior Packing Company, Fresno, California. 
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non-producing oil and gas properties and all 
of the stock of its wholly owned subsidiary, 
Austral Petroleum Gas Corporation (APG), a 
participant in a joint venture engaged in the 
exploration and development of oil and gas 
properties in Indonesia, for a total cash consid- 
eration of $170.1 million, subject to certain 
adjustments. The purchase price will be in- 
creased by an amount equal to (1) interest at 
the prime rate on $164.3 million from Decem- 
ber 15, 1977, to the initial closing date, (2) 
costs incurred and paid by Austral subsequent 
to September 30, 1977, with respect to the 
domestic oil and gas properties, (3) a fixed 
amount in lieu of general and administrative 
expenses relating to Austral’s Houston offices 
from October 1, 1977, to the initial closing 
date, (4) all advances made by Austral to APG 
after September 30, 1977, and (5) certain pre- 
paid items. The purchase price will be de- 
creased by (1) most production revenues and 
other amounts received by Austral after Sep- 
tember 30, 1977, with respect to the domestic 
oil and gas properties and (2) any repayments 
by APG after September 30, 1977, of inter- 
company accounts owed to Austral. 


Approximately $120,000,000 of the funds re- 
quired by Superior for the acquisition of Austral 
assets will be borrowed from two groups of 
commercial banks on a nonrecourse basis to 
Superior. Such borrowings will be secured by 
the newly-acquired assets of Austral, and sub- 
stantially all of the revenues from the domestic 
oil and gas properties and the Indonesian 
operations will be dedicated to repay such 
loans. In connection with the liquidation of 
Austral, it is estimated that the Company will 
receive distributions on its remaining Austral 
stock of between approximately $30.6 million 
and $32.3 million. 


For some time Superior had owned 863,000 
shares of the stock of Austral and a warrant 
to purchase 240,000 additional shares of stock 
at $25 per share. On March 10, 1978, the Com- 
pany sold the warrant and 25,000 shares of the 
Austral stock in a private placement in order 
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to qualify the sale of Austral’s assets to Superior 
for favorable Federal income tax treatment. 
The Company realized $3.3 million from this 
sale. After closing, the Company will receive 
$795,000 to compensate it for selling these 
securities at a discount below the anticipated 
total liquidating distributions thereon. 


PERSONNEL 


The total personnel employed by the Company 
and its consolidated subsidiaries at December 
31, 1977 increased by 339 from that of the prior 
year. Summary of the changes is as follows: 


December 31, 


O77, 1976 _— Increase 
The Superior Oil — 
Company, 22... Uy Sey Alreteys 111 
Superior Farming 
Company sn. on 109 jae O> 194 
Canadian Superior 
OVINMCC eos tre es 474 440 34 
3,549 3,210 339 


The primary reason for the higher number of 
employees of Superior is the substantially in- 
creased exploration and development efforts 
undertaken during the year. 


In July 1977, Mr. John E. Kolb was elected to 
the Board of Directors. Mr. W. K. Clark and Mr. 
A. E. Feldmeyer resigned from the Board in 
December 1977 and January 1978, respectively. 
Subsequently, Mr. O. P. Thomas and Mr. Arne 
R. Nielsen were elected to the Board to fill the 
vacancies created by the resignations of Messrs. 
Clark and Feldmeyer. Mr. L. R. Ayers was 
elected Vice President — Employee Relations. 


Pave Gah 


President 


Marche? ih 1978 
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Consolidated Statement of Income / 
For the Years Ended Jota 31, 1977 and 1976 


OPERATING REVENUES .....-.....:....-.--..-.....--.... 

OPERATING EXPENSES 
Operating costs 
Geological and geophysical 
Intangible drilling and development costs ........ ou. 
Nonproductive leases and other properties abandoned ...... 
Depletion, depreciation and amortization 
General and administrative ............. la a .. 
Loss on foreign currency translation ...................... 
Taxes (other than income) .. 


Re ee) ee es 


ee ee 


Ce ee 


Oe 


INCOME FROM OPERATIONS ........,.......5...55.. 
OTHER INCOME (EXPENSE) 
Dividends and miscellaneous income 
Gain on sale of 949,072 shares of Texaco stock (Note 2) .... 
Equity in earnings (losses) of affiliated companies (Note 2) . 
Interest expense 


Ce ee ee 


eS ee Se ee 


INCOME BEFORE INCOME TAXES, MINORITY INTEREST AND 
EXTRAORDINARY ITEMS 


© © e+ © © © ee ee ee he ee we 


Income taxes (Note 6) 
Minority interest in subsidiaries 


INCOME BEFORE EXTRAORDINARY ITEMS ................. 
EXTRAORDINARY ITEMS 


Equity in extraordinary items of affiliated company (net of 
$55,000 minority interest) (Note 2) ........... . 


NET INCOME 


EARNINGS PER AVERAGE SHARE OUTSTANDING 
Income before extraordinary items ............1.... ee. 
Extraordinary items ................................... 


Net income ...........-:.........  :rtrt—<“‘i‘OC 


1977 


1976 _ 
$545,166,000 $441, 461 {000 | 
103,961,000 86,252,000 
52,964,000 | 201580005 3 
126,859,000 101,128,000 
6,315,000 15,684,000 
40,081,000 ——- 36,272,000 
33,706,000 26,174,000 
3,567,000 | 494,000 
23,449,000 | 2053) 000 | 
390,902,000 316,693,000 
154,264,000 124,768,000 
9,001,000 9, 505, 000 : 
9,325,000 = 
(9,953,000) 4,199,000 
(7,452,000) (10,045,000) 
921,000 3,659,000 - 
155,185,000 128,427,000 
(72,605,000) | (59533000) = 
(20,040,000) (18,497,000) - 
62,540,000 


50,397,000 


1,047,000 


—$ 51,444,000 


12.58 
26 


12.84 


The accompanying summary and notes are an integral part of the financial statements. 
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EUS 


1,676,000 


(210,000) 
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Consolidated Balance Sheet 
December 31, 1977 and 1976 


ASSETS 


CURRENT ASSETS 
Cash (Note 3)... ...... 
Short-term investments, principally certificates of deposit .. 
Accounts réc@ivable .............=..................... 
Inventories, principally materials ae SUDDHES -............ 
Prepaid expenses .............:...........)...........° 


INVESTMENTS (Notes 2 and 7) 
Affiliated companies 
Mcintyre Mines Limited (owned 40.5%) ................. 
Austral Oil Company Incorporated (owned 20.6%) ........ 
Western Platinum Limited (owned 24.0%) ............... 


Marketable securities, at cost 
Texaco inc ..................................... 


Other ....................................... ss 


PROPERTIES, PLANT AND EQUIPMENT, at cost (Note 9) 
Undeveloped oil and gas properties ............... ..... 
Producing oil and gas properties ......................... 


Wells and related production equipment (exclusive of 
intangible drilling and development costs) ............... 


Gas plants anc related facilities .......................... 
Agricultural properties and related facilities (Note 3) ........ 
Other properties and equipment ............-....55...... 


Less — Accumulated depletion, depreciation and amortization 


DEFERRED CHAKGES AND OTHEK ASSETS 3... td. 


1977 


13,096,000 © 


86,307,000 
120,318,000 
45,928,000 
9,489,000 


275,138,000 


83,774,000 
17,865,000 


12,425,000 © 


22,946,000 


137,010,000 


188,141,000 
198,007,000 


380,750,000 
85,232,000 
125,094,000 
81,876,000 


1,059,100,000 


375,309,000 


683,781,000 


10,929,000 


1976 


$ 16,783,000 


86,178,000 


86,951,000 


35,859,000 


15,459,000 
13,173,000 


16,155,000 


119,997 000 
134,171,000 


335,501,000 


82,259,000 
120,533,000 


77,934,000 
870,395,000 
345,432,000 
524,963,000 


9,935,000 


$937,512,000 


The accompanying summary and notes are an integral part of the financial statements. 
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LIABILITIES AND SHAREHOLDERS’ EQUITY 
CURRENT LIABILITIES 


Current maturities on long-term debt (Note 3) 


Srort-ierm notes payable (Nole 3) .................0..... 


Natural gas sales subject to refund (Note 4) 


ee er 


_ Federal and foreign income taxes (Note 6) 


Other current liabilities .......... pias ae. 


HO TERM CET Nolte > .. 8. 8... 
DEFERRED FEDERAL AND FOREIGN INCOME TAXES (Note 6) .. 
MINORITY INTEREST IN SUBSIDIARIES (Note 1) 
COMMITMENTS AND CONTINGENCIES (Note 7) 


SHAREHOLDERS’ EQUITY (Note 5) 


Preferred stock, $1.00 par value, 5,000,000 shares authorized, 
mone issucd Of OUistanding .............. 5... 


Common stock $250 par value... id... 


1977 
Snares autnorizec ........... 10,000,000 
Shares issued ...........-... 4,250,140 
Shares in treasury ........... 248,240 
Shares outstanding .......... 4,001,900 


Agdilional paid-in Capilal .........................4..... 
Reiained earnings (Note 2) ............................... 


Tieaciity stock al Cost ......................-. 1.5. se. 


ee ee ee 


oe eee eee we te tt th 


BW 8 8 6 0 eee ee 8S 


oe ee eee ehh he 


1976 
10,000,000 
4,250,140 
248,015 
4,002,125 


1977 1976 
13,564,000  $ 18,157,000 
9,215,000 9,973,000 
30,053,000 30,692,000 
93,677,000 55,173,000 
43,825,000 29,250,000 
5,687,000 4,688,000 
196,021,000 147,933,000 
85,012,000 76,741,000 
33,056,000 28,460,000 
149,968,000 99,693,000 
10,625,000 10,625,000 
4,931,000 1,676,000 
665,484,000 610,546,000 
(38,239,000) (38,162,000) 
642,801,000 584,685,000 


$1,106,858,000 


$937,512,000 


THE SUPERIOR OIL COMPANY AND SUBSIDIARY COMPANIES 


Consolidated Statement of Changes in Financial Position 


For the Years Ended December 31, 1977 and 1976 


RESOURCES PROVIDED 


From operations / 
Income before extraordinary items ..................... 
Items not using (providing) resources 

Depletion, depreciation, amortization and abandoned 

properties 
Equity in undistributed (earnings) losses of affiliated com- 

panies (Note 2 .......................-:5......... 
Deferred income taxes ............:.............-.. 
Minority interest in subsidiaries 
Gain on sale of Texaco stock — 
Other (net) 


Oe ee ee 


BR 
Re ae eR ne ie 2 OR Ke 


Re 


Capital stock of Canadian Superior Oil Ltd. issued in acquisi- 
tion of Alminex Limited (Note 1) 
Proceeds from: 
Sale of properties, bole and equipment 
Long-term debi... .......-..............7......... 
Sale of Texaco stOck 6... 6) 
Sale of other marketable securities 


7 


tee Re ee kh ee ee eet 6s 


Ce 


RESOURCES APPLIED 


Additions to properties, plant and eaniement 
Oil and gas properties... .. wo... 
Wells and related production equipment 
Gas plants and related facilities ........................ 
Agricultural properties and equipment 
Other .....4.... «ee 
Acquisition of Alminex Limited (less working lala scauied 
—— $10,338,000) (Note 1) ...............:4.............. 
Retirement of long-term debt............................ 
Increase (decrease) in current maturities on one term debt . 
Cash dividends paid On common stock ...............,... 
Investment in Austral Oil Company Incorporated ee 
Purchase of treasury stock from Be Estate of W. M. Kok 
Other (net) 


Oe 


Ce 


Ce ee 


Increase (decrease) in working capital 


Ce 


ANALYSIS OF oS ee. IN WORKING CAPITAL | 


Cash... 252... 
Short-term investments 
Accounts receivable .........................5......... 
Inventories and prepaid expenses hhh rr 
Current maturities on long-term debt 
Short-term notes payable ................,.............. 
Natural gas sales subject (0 fefund 9.2... .2.5...500. 02... 
Accounts payable and other current liabilities 
- Federal and foreign income taxes ........................ 


Increase (decrease) in working capital 


Ce ee ee ee ee ee ee 


De ee ee ee ee ee 


ee eee ee we eee ke 


ee ee ee ee ee ee cs 


1977 


$ 62,540,000 


46,396,000 


10,880,000 
1,377,000 
20,040,000 
(9,325,000) 
3,065,000 


134,973,000 
18,798,000 


6,234,000 
21,300,000 
25,480,000 

2,347,000 


209,132,000 


81,953,000 
50,626,000 
2,232,000 
6,820,000 
11,127,000 


42,064,000 
18,014,000 
(4,593,000) 
7,602,000 
1,500,000 
1,360,000 
(661,000) 


218,044,000 


$ 


(8,912,000) 


$ 


$ 


(3,687,000) 
129,000 
33,367,000 
9,367,000 
4,593,000 
758,000 
639,000 
(39,503,000) 
(14,575,000) 


(8,912,000) 


~ $ 50,397,000 


51,956,000 
] 8,49 7,000 


(1,914,000) 


4,102,000 
930,000 


876, 76,000. | 


20,734,000 

30,665,000 
9,672,000 
6,075,000 — 


16,359,000 
4,576,000 
7,212,000 

398,000 
1,412,000 
(2,623,000) 


111,781,000 


$ (3,768,000) 
16,388,000 
3,016,000 
3,516,000 
(4,576,000) 
(250,000) 
953,000 
(932,000) 
(3,108,000) 


$ 11,239,000 


The accompanying summary and notes are an integral part of the financial statements. 
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Summary of Significant Accounting Policies 


PRINCIPLES OF CONSOLIDATION 


The consolidated financial statements include the accounts of all domestic and foreign subsidiaries 
owned more than fifty percent including Canadian Superior Oil Ltd. (Canadian Superior) which is 
50.9 percent owned. The minority interest shareholders’ equity in the net assets of subsidiaries 
is set forth in the Consolidated Balance Sheet and their equity in subsidiaries’ net income has 
been deducted in arriving at consolidated net income. All significant intercompany accounts and 
transactions have been eliminated. 


Superior’s investments in all other companies owned twenty percent or more are stated at cost 
as adjusted for Superior’s share of reported earnings or losses less amortization of excess costs. 
Investments in all other companies are carried at cost. 


Certain prior year amounts have been reclassified to conform to 1977 presentation. 


FOREIGN CURRENCY TRANSLATION 


Current assets and liabilities and long-term debt are translated at year-end exchange rates. All other 
assets and liabilities are translated at historical rates. Revenue and expense accounts are translated 
at current rates in effect during the year other than depletion, depreciation and abandonments 
which are translated at historical rates. 


INCOME TAXES 


A consolidated Federal income tax return is filed by Superior and its wholly owned domestic 
subsidiaries. 


Certain items of income and expense are recognized in different periods for financial reporting 
and U.S. Federal income tax reporting purposes. To eliminate the effect of these timing differences, 
Superior follows tax allocation principles in the determination of the appropriate tax expense for 
each year. The most significant timing differences recognized are equity in the earnings of 
affiliates and oil and gas exploration and development costs. Investment tax credits are recognized 
as a reduction of Federal income tax expense when utilized for tax reporting purposes. 


Deferred Canadian income taxes are provided as a result of claiming capital cost allowances, oil 
and gas lease acquisitions, exploration and drilling costs and other allowable expenses for tax 
purposes in differing amounts from those written off for financial reporting purposes. 


Foreign withholding taxes are provided on the Company’s equity in the earnings of affiliates and 
subsidiaries which are expected to be received as dividends. Such taxes are included in the 
balance sheet as a deferred liability. 


INVENTORIES 


Materials and supplies are valued at average cost. Stocks of crude oil, natural gasoline and liquid 
petroleum gases are valued at current market price. 
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Summary of Significant Accounting Policies 


UNDEVELOPED LEASES 


The acquisition costs of undeveloped oil and gas properties are capitalized. Subsequently, such 
acquisition costs are either: (a) transferred to producing oil and gas properties when a lease be- 
comes productive, or (b) charged to expense prior to or when a lease is surrendered or relinquished. 
Rentals of undeveloped oil and gas properties are charged to expense when paid. See Note 9 for a 
discussion of the change in accounting principles which will be required under a recent Financial 
Accounting Standards Board statement. 


DEPLETION AND DEPRECIATION 


In all areas except Canada, depletion and depreciation of producing oil and gas properties and 
related equipment are calculated on an individual property basis using the unit-of-production 
method. Depreciation of other plant and equipment is calculated on the straight-line method in 
amounts which, in the opinion of management, are adequate to allocate the cost of such properties 
over the established useful lives. 


In Canada, depletion of producing oil and gas properties is calculated on a composite *basis using 
the unit-of-production method. Depreciation of wells and related production equipment (excluding 
offshore production platforms) is calculated on a composite basis using the declining balance 
method at a thirty percent rate. Depreciation of offshore production platforms and gas plants and 
related facilities is calculated on a composite basis using the declining balance method at a ten 
percent rate. Depreciation of other plant and equipment is calculated using the declining balance 
method at rates which, in the opinion of management, are adequate to allocate the cost of such 
properties over the established useful lives. 


EXPLORATORY AND DEVELOPMENT COSTS 


Exploratory and development costs, including intangible drilling and development costs on pro- 
ductive and nonproductive wells and geological and geophysical costs, are charged to expense in 
the year incurred. Tangible equipment is capitalized and depreciated as set forth above under 
Depletion and Depreciation. See Note 9 for a discussion of the change in accounting principles 
which will be required under a recent Financial Accounting Standards Board statement. 


AGRICULTURAL OPERATIONS 


Expenditures incurred in the acquisition and development of productive permanent crops (such as 
citrus, nuts and fruits) are capitalized until the trees and vines reach maturity or commercial 
production. Beginning with the first year of commercial production, development costs are amor- 
tized on the straight-line method over the estimated productive lives of the groves and vineyards. 


Expenses required to maintain the groves and vineyards and to harvest the crops are matched 
with appropriate sales and revenues. Crop expenses that relate to harvests of a future period are 
included in prepaid expenses on the consolidated balance sheet. 


In connection with the sale of certain crops, the final settlement price which the Company receives 
is not determined until the purchaser has resold the crop. Revenues are recognized at the time 
the crop is sold to the purchaser based on the lower of current market price or the estimated final 
settlement price. 


This summary is an integral part of the financial statements. 
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THE SUPERIOR OIL COMPANY AND SUBSIDIARY COMPANIES 


Notes to Consolidated Financial Statements 


(1) CANADIAN SUPERIOR OIL LTD. — 


The accounts of Canadian Superior Oil Ltd. (Canadian Superior), 50.9 percent owned by 
Superior at December 31, 1977 and 53.3 percent owned at December 31, 1976, are included in 
the consolidated financial statements. The minority interest shareholders’ equity in the net assets 
of Canadian Superior was $135,104,000 and $99,693,000 at December 31, 1977 and 1976, respec- 
tively. At December 31, 1977 Superior’s equity in the net assets of Canadian Superior was 
$12,666,000 less than its investment therein. Such amount has been included in producing oil and 
gas properties and is being amortized over the next 10 years. Amortization was $1,266,000 in both 
1977 and 1976. 


On December 19, 1977 Canadian Superior offered to purchase all the outstanding shares of 
Alminex Limited (Alminex), a Canadian oil and gas company, for 1/13 of a common share of 
Canadian Superior and cash of Cdn. $7.00 for each share of Alminex. The offer will remain open 
until April 20, 1978. Approximately 49.9% of the outstanding shares of Alminex were owned by 
Falconbridge Nickel Mines Limited (Falconbridge), an affiliate of McIntyre Mines Limited. 


As of December 31, 1977 Canadian Superior had acquired 65.3% of the outstanding shares 
of Alminex (including the shares acquired from Falconbridge) in exchange for cash of $33,604,000 
and 385,235 shares of Canadian Superior stock valued at $18,798,000. As a result of the issuance 
of the Canadian Superior shares in the acquisition, the Company’s percentage ownership of 
Canadian Superior decreased from 53.3 percent to 50.9 percent. The Company’s equity in the 
excess of the fair market value over net book value of the Canadian Superior stock issued was 
credited to Additional Paid-In Capital ($3,466,000). If the balance of the outstanding shares of 
Alminex are acquired in 1978, Canadian Superior will be required to make further cash payments 
totalling $17,652,000 and issue 212,185 additional common shares. 


The acquisition of the 65.3% interest in Alminex has been accounted for as a purchase and 
the assets and liabilities of Alminex have been included in the accompanying Consolidated Balance 
Sheet at December 31, 1977. The minority interest shareholders’ 34.7% equity in the net assets 
of Alminex ($14,864,000) is included under Minority Interest in Subsidiaries. The results of 
operations of Alminex will be included in income of Canadian Superior and the Company from 
January 1, 1978. The purchase price of the Alminex shares acquired through December 31, 1977 
exceeded the underlying net assets of Alminex by $24,430,000. Such amount has been allocated to 
producing oil and gas properties and will be amortized over the life of the properties. 


The Company’s unaudited consolidated results of operations on a pro-forma basis as though 
the 65.3% interest in Alminex had been acquired by Canadian Superior as of January 1, 1976 
are as follows (in thousands of U.S. dollars): 


Year Ended December 31 

1977 1976 
REVEMUCS! ee N rol ao kectat SN ae ae, ROS TRC reaper mag ate ae te wb eae 568,603. 463,486 
INGIEITIGOINIC Wer meee tr oe rers it cn vacu echie hs Suan spams berm kate ste a, re) com Satta A 63,222 51,879 
NELINnCOme Dens ale mia Ride teen ete yee erin, Sa vee 15.80 12:95 


(2) INVESTMENTS — 


The Company’s investments in McIntyre Mines Limited (McIntyre), a Canadian corporation 
engaged in coal mining, Austral Oil Company Incorporated (Austral), a U.S. corporation engaged 
in oil and gas operations, and Western Platinum Limited (Western Platinum), a South African 
corporation engaged in platinum mining, are accounted for on the equity method. An analysis 
of Superior’s investment in these affiliated companies is presented in the following table, in 
thousands of U.S. dollars. 
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Transactions of prior years 
Cost-of -capital stock) an eee rene ra 
G@ashkadVvaneese.4 sce arrears eer 
OUI? Un) GANS ceaccccs0ccconnccocuoD0E 
Dividends#receivediaartn cee ete en ects 
Amortizations of) excesss cost(b) Nearer er tir 


Investment at December 31, 1975 ............ 
Gost7of; capitalgstockaee escent ecerneor 
Equity in 1976 earnings before extraordinary 

ILQINIS ahi vdieo Rite Ne ae ee Ree ete eee 
Equity in extraordinary items(c) ............ 
Dividends received: 22. ccntscurs pee we ee 
IM MOMUPAUOIY Or ORCSSS COME oaveddonsdaecvos 


Investment at December 31, 1976 ............ 
Loans to affiliated Companies... ..- sara 
Equity in earnings (losses) 2. 2... --.0a.75 «oer 
Dividends eceivedi seem aera roe 
AmOntizationmonvexCess: COStumras ae ieierreree 


Investment at December 31, 1977 ............ 
Quoted market price at December 31, 1977 .... 
Unamortized excess cost at December 31, 1977 . 


Remaining years over which excess cost will be 
amortized on straight-line basis ............ 


(a) McIntyre capital stock is owned 36.2% directly by Superior and 4.3% indirectly through Canadian Superior. 
(b) The term “excess cost” is used to denote the amount by which the cost of Superior’s investment in the capital 


Total 


111,763 
Syl tks! 
24,842 
(8,819) 


(14,162) 


118,742 
398 


6,313 

1,102 
(997) 

(2,114) 


123,444 


1,500 
(7,836) 
(927) 
(Alla), 


114,064 


MclIntyre 


91,661 


21,356 
(8,819) 
(13,468) 
90,730 


Austral 


(owned 40.5%(a)) (owned 20.6%) 


14,207 


831 


12 


Western 
Platinum 


(owned 24.0%) 


5,895 
5,118 
2,655 


(372) 
13,296 


stock of each of its affiliates exceeded Superior’s equity in the affiliate’s net assets at the date of acquisition. 
(c) Reduction in deferred income tax expense resulting from carryforward of prior years’ losses. 


Summarized financial information relating to McIntyre (audited by auditors other than Arthur 


Andersen & Co.) and Austral (audited by Arthur Andersen & Co.) is set forth below: 
McIntyre (owned 40.5%) 


CurrentsasSsetsn cinema ce tore Rr onee caer 


Investment in Falconbridge, quoted market price 
$38,355,000 at December 31, 1977 .......... 


Properties, plant and equipment ............. 
Other: assets a siecces «eee Qereae peren ne ere oe 


Gurrentaliabilitiesmeytesciman vote oie ener 
Long-tenime-GebU 2 .21.)a. scrranehene saree ere negenr eee 
Deferreditincomes taxese 22m ate cere iene 
Shareholders equity .. cease os cle ew eee 


WEENIE See Ook Go ohigs UdumoUeoooDs DSO on GObOD 
Equity in earnings (losses) of Falconbridge ...... 
BCs) Elate! TEN [OROWISIOMN) noacacdccocacc0ons 
Income before extraordinary items ............ 
EXtraordiitary teinSacaes a. on esis etewe ee oleae 


NGEsINGOMG? aarttucna cistern encrsrarie sitet terreeeamicacrs 


(in thousands of Canadian dollars) 


As of December 31, 


1977 1976 
297582 25,189 
99,635 Sra 
96,990 87,611 
6,756 37 
232,963 237,994 
16,767 23,621 
67275 49,416 
2,094 285 
146,827 164,672 
232,963 237,994 
Year Ended December 31, 
SOTZ: 1976 
118,837 “119,309 
(11,493) 5,424 
(116,843) (111,310) 
(9,499) 13,423 
(5,915) (a) 2,741 (b) 
(15,414) 16,164 


Austral (owned 20.6%) — 
(in thousands of U.S. dollars) 


As of December 31, 


UD 
13,476 


72,085 
264 
85,825 
3,359 
10,733 
15,346 
56,387 
85,825 


1976 
8,283 


292 
77,986 
3,847 
13,719 
10,526 
49,894 


77 ,986 


Year Ended December 31, 


1977 
27,32 


(21,188) 
6,344 


6,344 


1976 
20,231 


(16,522) 
3,709 


3,709 


(a) Attributable to writedown of investments in Falconbridge Nickel Mines Limited and Madeleine Mines Ltd. 
($13,450,000) and equity in Falconbridge’s gain on the sale of Alminex ($7,535,000). 
(b) Reduction in deferred income taxes resulting from prior years’ losses. 
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McIntyre Mines Limited 


McIntyre has reviewed the underlying equity of its investments in Falconbridge Nickel Mines 
Limited (a 37.2% owned affilate engaged in nickel and copper mining) and Madeleine Mines, Ltd. 
(a 36.4% owned affiliate engaged in copper mining). The review was made as a result of the low 
market values of Falconbridge and Madeleine, the uncertain position regarding the ultimate 
recovery of assets relating to certain mining properties because of depressed world markets for 
metals, and because the financial statements of these two affiliates at December 31, 1977, together 
with the auditors’ reports thereon, expressed uncertainty about the recovery of the assets relating to 
certain mining properties. As a result of the review MclIntyre believed its investments in the 
affiliates were overstated in the light of current overall market conditions and outlooks, and that 
some recognition thereto was necessary. As a consequence, McIntyre wrote down its investments 
in these affiliates by Cdn. $13,450,000, of which Cdn. $11,300,000 relates to Falconbridge and Cdn. 
$2,150,000 to Madeleine. The writedown is related to the affiliates’ underlying mining assets whose 
long-term recovery is uncertain at this time. In the annual report to its shareholders, McIntyre 
reported the writedowns as extraordinary items in accordance with Canadian accounting prin- 
ciples. The writedowns have been included in the Company’s equity in earnings (losses) before 
extraordinary items in accordance with U.S. accounting principles. 


McIntyre also recorded as an extraordinary item its Cdn. $7,535,000 equity in the gain reported 
by Falconbridge on the sale of its investment in Alminex Limited to Canadian Superior as discussed 
in Note 1. Since Canadian Superior and Mcintyre are both affiliates of the Company, the Company 
has eliminated its applicable portion of the gain in recording its equity in the loss of McIntyre. 
This elimination resulted in an increase in the equity in loss and a reduction of the investment in 
McIntyre by $2,793,000. 


At December 31, 1977 the Company's carrying value of the investment in McIntyre was 
approximately $27,000,000 in excess of its equity in the underlying net assets of McIntyre and 
$60,000,000 in excess of the quoted market price. In the opinion of management of the Company, 
the Company’s equity in the fair value of the underlying assets of McIntyre is in excess of the 
Company’s investment. 


Austral Oil Company Incorporated 


In September, 1977 the Company and Austral Oil Company Incorporated agreed in principle 
to the acquisition by the Company of substantially all of Austral’s assets for cash. On March 10, 
1978 the parties executed a definitive agreement and it is expected the transaction will be closed 
on or about March 31, 1978. The closing is contingent upon the adoption of a plan of complete 
liquidation of Austral by its shareholders at a special meeting to be held March 30, 1978. 


Under the terms of the agreement, the Company will purchase all of Austral’s domestic 
producing and nonproducing oil and gas properties and the capital stock of its wholly owned 
subsidiary, Austral Petroleum Gas Corporation (APG). APG is a participant in a joint venture 
engaged in the exploration and development of oil and gas properties in Indonesia. The total 
purchase price will be determined as: $170,082,922; plus: (a) interest at prime rate on $164,316,000 
from December 15, 1977 to the closing date, (b) all costs with respect to the domestic oil and 
gas properties subsequent to September 30, 1977, (c) all advances made to APG subsequent to 
September 30, 1977 and (d) a fixed amount to compensate Austral for general and administrative 
expenses incurred subsequent to September 30, 1977: less (a) most production revenues and other 
amounts received subsequent to September 30, 1977 which relate to domestic oil and gas 
properties and (b) all repayments of intercompany advances made by APG subsequent to 
September 30, 1977. 


Approximately $120,000,000 of the funds required by the Company for the acquisition of 
Austral’s assets will be obtained from two groups of commercial banks. The loans are to be made 
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on a nonrecourse basis to the Company and will be secured by the assets acquired in the trans- 
action. Substantially all the revenues from the domestic properties and the Indonesian operations 
will be dedicated to the repayment of the loans. 


In connection with the liquidation of Austral, it is estimated the Company will receive distri- 
butions of approximately $30,600,000 to $32,300,000 for its interest in the common stock of 
Austral. The excess of the distributions received over the Company’s carrying value of the Austral 
common siock will be accounted for as a reduction of the purchase price of the Austral properties. 


Western Platinum Limited 


At December 31, 1977 Western Platinum was operating at approximately 70 percent of 
capacity because of depressed worldwide prices for platinum, palladium and other precious 
metals. 


Marketable Securities 
A summary of the Company’s marketable securities is set forth below (in thousands of dollars). 


December 31, December 31, 
1977 1976 
Market Cost Market Cost 
Texaco Inc. (949,072 shares in 1976) .....-....- — _ 26,337 16,155 
Oey es eb oe eS hae ee See 24,043 22,946 28,809 ‘ 27,053 


24.043 22,946 55,146 43,208 


At December 31, 1977 and 1976, the gross unrealized gains of all marketable securities were 
$6,221,000 and $17,237,000, respectively, and the gross unrealized losses were $5,124,000 and 
$5,299,000, respectively. The net realized gains included in the consolidated statements of income 
were $7,342,000 in 1977 and $376,000 in 1976. The cost of securities sold was determined on a 
specific share basis. 


(3) LONG-TERM AND SHORT-TERM DEBT — 


Long-term debt at December 31, comprises: 


Amounts in 
Thousands of Dollars 
1977 1976 
The Superior Oil Company and Subsidiaries other than Superior Farming Company 
Debentures, 334%, due July 1, 1981 — $1,500,000 semiannual sinking fund requirements 10,485 12,860 
Notes payable to banks 
One-fourth of one percent above prime rate, principal due in 1978 .............- 2,057 9,429 
One-fourth of one percent above prime rate, principal due in semiannual installments 
of:-31,714,000 | oe Soe bens oo eter ee eee 8,572 12,000 
Te % demand note =. 2.2.0.2 2h op ays = Ree ee ee eee 20,000 — 
Other ‘notes: payable: ~222..2.4.c65. glans see Oe ees Beene ee 310 404 
Advances from gas purchasers, noninterest bearing ................-..--------2---- 8,675 12,045 
Superior Farming Company 
83% note payable to an insurance company, principal due in annual installments of 
$250,000 through January 1, 1991 with balance due on January 1, 1992, secured by land 16,641 16,891 
642% notes payable to another company, principal due in annual installments of 
$1,563,000. through: 1987, secused by land" 0. Se. oe en ee eee eee 17,190 17,190 
Note payable to a bank at one-half of one percent above prime rate, principal balance 
due on November 1451980 £22522... eed kn oe ee a ee eee 11,100 11,100 
Other notes payable and capitalized lease obligation, interest either at stated rates 
ranging from 534% to 10% or at one percent above prime rate ..................- 3,546 2579 
98,576 94,898 
Less cusrent, maturities. 2° . 3.2 Boe. ees ee Sa re Oe ee eae 13,564 18,157 
85,012 76,741 
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The aggregate amounts of long-term debt due within five years from December 31, 1977 
are as follows: 


Amounts in 
Year Thousands of Dollars 
WORE eR SNE dike Mickie Sick od a2 13,564 
HS Eh = SA ee Relea ae et ee 9,946 
"LAS S3 0 West soe ge, Sie SE er ny a ee eS nar 19,450 
“(IS 7a) lt =, tail 2M st aes Anette a a ce 6,131 
NOS ee eer oa eee 4 ee SANE & 3,491 


At December 31, 1977, $1,515,000 principal amount of cancelled debentures had been applied 
to the 1978 sinking fund requirements. Outstanding debentures may be redeemed, subject to 
certain limitations, in whole or in part at any time. 


A bank has agreed to refinance the $20,000,000 demand note under a long-term loan agree- 
ment. Accordingly, this obligation has been classified as long-term debt in the Consolidated Balance 
Sheet at December 31, 1977. Under the terms of the agreement the new loan will bear interest at 
7% percent through September 1, 1978 and thereafter at the prime rate and will be repaid in 
nine substantially equal semiannual installments beginning September 1, 1983. 


The loan agreements with several banks in the amounts of $2,057,000 and $8,572,000 at 
December 31, 1977 and the refinancing agreement discussed above contain, among other things, 
provisions setting forth working capital and long-term debt to equity requirements and restrictions 
on other borrowings, pledging of assets, and dividends on common stock. 


At December 31, 1977, approximately $521,000,000 of consolidated retained earnings was 
restricted as to payment of dividends under the provisions of Superior’s debenture and loan 
agreements. 


Although not a written provision of its long-term loan agreements, the Company maintains 
compensating cash balances equal to a specified percentage of the outstanding balance of certain 
bank loans. At December 31, 1977 the aggregate amount of such compensating balances was 
approximately $2,100,000. 


During 1976 Canadian Superior entered into a loan agreement, which was amended in 1977, 
with U. S. banks and a Canadian bank whereby Canadian Superior may borrow, at any time through 
September 1, 1979, up to $200,000,000. Twenty-five percent of the principal amount outstanding at 
September 1, 1979 will be repayable in installments between December 1979 and September 1984 
and the balance will be repayable in installments between December 1984 and September 1986. The 
agreement contains provisions which set forth certain working capital, current ratio, tangible net 
worth, debt to net worth requirements and restrictions on cash dividends. No borrowings have 
been made under this agreement. 


The short-term notes payable outstanding at December 31, 1977 and 1976 are applicable to 
Superior Farming Company under a short-term loan agreement whereby it may borrow an aggregate 
of $10,000,000 at the bank’s prime rate to finance its annual crop programs. These notes are due 
on demand, or if not demand, the maturity stated on the note. A twenty percent compensating 
cash balance must be maintained on the outstanding balance. Listed below are pertinent facts 
concerning short-term debt: 


Amounts in 
Thousands of Dollars 
1977 1976 
balance OUlstana li erdigVedl-CNG ety) tac aa aisle ea a Kee se 3s S 9215 oe 
Maximum Oulstandin® dt aby MmOmtn-ENd sce. jae «sks we ee ss 9,973 9,973 
AVelASe OULStanGINne GUmae te, Veda crise cys eis os Sapte SSA Kner 7,524 8,921 
Weighted average interest rate (interest paid divided by weighted 
avetacerprinicial fOulstanGiNg) er... fo Screm «ann wes sag iot cu. ¢ 6.3% 6.8% 
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(4) NATURAL GAS SALES SUBJECT TO REFUND — 


On February 27, 1978 the United States Supreme Court, by its refusal to review a June 1977 
decision by the District of Columbia Circuit Court of Appeals, upheld Federal Power Commission 
(FPC) Opinion 770, as modified by Opinion 770-A. Such Opinions provide for higher national 
prices, effective July 27, 1976, for interstate sales of natural gas from wells commenced after 
December 31, 1972. The Company has filed for and collected the higher rates wherever possible 
and has included such amounts in net income in 1977 and 1976. 


In 1974 the Supreme Court upheld a rate determination by the FPC covering the southern 
Louisiana area. As a result, the Company was obligated to refund $31,754,000, including accrued 
interest of $16,425,000, to several gas purchasers on October 31, 1977. At that time refunds 
totaling $2,084,000 were made to certain purchasers. The Company has entered into agreements 
with the remaining purchasers whereby the Company’s refund obligation would be reduced or 
eliminated in connection with the exploration and development of specified undeveloped offshore 
oil and gas areas. Under these agreements all natural gas produced from the designated properties 
will be committed to these purchasers. Filings for approval of the agreements have been made 
with the Federal Energy Regulatory Commission (the successor to the FPC) and are currently 
pending. If the agreements are not approved, the Company will be required to discharge its 
remaining refund obligation, which at December 31, 1977 totaled $30,053,000, including interest 
of $16,198,000. . 


(5) STOCK OPTION AND STOCK BONUS PLANS — 
The Superior Oil Company 


In 1969, the shareholders approved a Qualified Stock Option Plan under which options to 
purchase shares of the Company’s common stock may be granted to certain employees at a price 
not less than the fair market value at date of grant, exercisable after one year and not later than 
five years from date of grant. A maximum of 80,000 shares may be granted under this plan. During 
1974 options were granted to purchase 12,100 shares at $161.75 per share; no other options 
have been granted under the Plan. Options on 4,500 shares were exercised in 1977; no options 
were exercised in 1976. Options on 700 shares expired in 1976; no options expired in 1977. 
At December 31, 1977, options on 6,700 shares were outstanding and exercisable, all of which 
will expire not later than July 24, 1979, and 68,800 shares were available for future grants under 
the plan until March 9, 1979. 


The shareholders also approved a Restricted Stock Bonus Plan under which stock bonuses 
(not to exceed 4,000 shares annually) may be awarded through calendar year 1978 to key employees. 
A total of 8,000 shares of the Company’s treasury stock has been awarded in prior years. No 
awards were made in 1977 or 1976. 


The Tax Reduction Act of 1975 contained provisions allowing certain taxpayers to include an 
additional one percent investment tax credit in their Federal income tax returns, provided an 
amount equal to the additional one percent is placed in an Employee Stock Ownership Plan 
for the benefit of certain employees. On September 14, 1977 the Company adopted such a Plan 
and 1,650 shares of the Company’s treasury stock were contributed to the Plan. The Company 
is currently awaiting Internal Revenue Service approval of the Plan. 


Canadian Superior Oil Ltd. 


Under Canadian Superior’s stock option plan, options have been granted to certain of its 
officers and key employees to purchase shares of Canadian Superior capital stock at prices which 
were not lower than 90 percent of the market value at date of grant. No options were granted 
in 1977 or 1976. Options on 1,625 and 3,350 shares were exercised during 1977 and 1976, respec- 
tively. At December 31, 1977 options to purchase 41,225 shares at prices of Cdn. $20.70 and Cdn. 
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$28.60, the majority of which expire in 1984, were outstanding and 51,700 shares were available for 
future grants. The effect of the transactions applicable to Superior’s interest in Canadian Superior 
has been reflected in the additional paid-in capital account of Superior. 


(6) INCOME TAXES — 
The Company’s income tax expense for 1977 and 1976 consisted of the following: 


Amounts in 
Thousands of Dollars 


1977 1976 
United States Federal income taxes 


SEL SIUAL RSL AL wok OBC Sits eles i ste ge A 31,100 18,900 
SLES gar Phage th Rn, OPIS 8 ones RO cece a er (900) 2,700 
30,200 21,600 

Foreign income taxes (primarily Canadian) ae eo 
CUCON ORs ee See towne berets heen eh eee 37,993 38,433 
OTL CCS ere Pirie ee ane ee sens, Lunes, fa ks DIT, (1322) 
40,270 37,111 

BEACe A NOHOCA INCOM: taxeSani gta: Wo raeer.te ese Glolieia, aeard siiase bee “GARG ap 
72,605 59535 


A reconciliation of the income tax expense computed by applying the 48 percent U.S. Federal 
income tax rate to the Company’s income before income taxes, minority interest and extraordinary 
items to the Company’s actual income tax expense is presented below. 


Amounts in 
Thousands of Dollars 


1977 1976 


Federal income tax expense computed at 48 percent ........... 74,489 61,645 
Increase (reduction) resulting from — 
lNVESTMeN bataxc Creches cacy eerste eerie eee cot Actes (11,100) (5,800) 
U.S. tax and foreign withholding tax provided on earnings of 
foreign:subsidiaries*andraffiliatesan. 2-2 022 2 2d 8,351 8,590 
CEN ns See eee POE IMT rat re ame eh 865 (4,902) 
INCOMEstaXsCXPECNSC: <5. north ccn ne esa es. er ark naan Peer OR she ae ee 72,605 Spee) 


The provision for deferred taxes results from timing differences between financial and tax- 


able income. The sources of these timing differences are: ; 
Amounts in 
Thousands of Dollars 


1977 1976 
U.S. tax and foreign withholding tax provided on earnings of for- 


Cignsubsidiantescand sattiliatess i ert scares Sa wion aecehies = 3,474 6,189 

Oil and gas exploration and development costs capitalized for 
tax purposes, expensed currently for financial purposes ....... (1,858) (2,098) 
Ne ee ee ee re Se eee Cie ee ek (239) (277413) 
tea 1,378 
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Investment tax credits are recognized as a reduction of Federal income tax expense when 
utilized for tax reporting purposes. The investment tax credits recognized above include $6,900,000 
in 1977 and $5,800,000 in 1976 which were applicable to assets purchased in prior years. At 
December 31, 1977 all available investment tax credits have been utilized for tax and financial 
reporting purposes. 


In accordance with the Company’s policy, U.S. Federal income taxes and foreign withholding 
taxes have been provided on the Company’s portion of the earnings of foreign subsidiaries and 
affiliates (primarily Canadian Superior and McIntyre) as if those earnings had been received in the 
form of dividends in the current year and after giving effect to foreign tax credits that would have 
been available. Through December 31, 1975, available foreign tax credits substantially reduced the 
amount of taxes which the Company had to provide. The Tax Reduction Act of 1975 (Act) includes 
certain limitations on foreign tax credits available on income derived from foreign oil and gas 
operations which resulted in an increase in the provision for taxes in 1977 and 1976. The actual 
amount of foreign tax credits which will be available at the time the foreign income is actually 
received in the form of dividends will be dependent upon many factors, including the Company’s 
total foreign oil and gas activities at that time. 


The natural gas sales to be refunded under the 1974 Supreme Court ruling (see Note 4) were 
required to be included in taxable income in the years the amounts were collected and the related 
interest expense was not deductible for tax purposes when accrued. In those years, the Company 
had sufficient other deductions (primarily percentage depletion) to eliminate the necessity of a tax 
provision for financial and tax purposes. If the Company is required to refund the remaining 
obligation, the tax benefit which will be received will be recognized for financial purposes as an 
extraordinary credit. 


The consolidated Federal income tax returns of Superior for the years 1970 through 1973 
are presently being examined by the Internal Revenue Service. 


(7) COMMITMENTS AND CONTINGENCIES — 
Retirement Income Plans 


The Company and its wholly owned subsidiaries have noncontributory retirement income plans 
covering substantially all of their employees, including certain employees in foreign countries and 
certain employees of Canadian Superior Oil Ltd. Pension expenses for 1977 and 1976 were 
$6,494,000 and $6,524,000, respectively. The Company’s policy is to fund pension cost accrued using 
the aggregate cost funding method. The calculation of past service costs, and the unfunded prior 
service cost applicable thereto, is not dealt with separately under this method but is a component 
of the future benefit contributions accrued and funded each year. At December 31, 1976, the 
date of the most recent actuarial review, the pension plan assets, at market, exceeded the actuarially 
determined value of vested benefits. 


The employees of Canadian Superior and its subsidiaries, other than those covered by 
Superior’s retirement income plans, are covered by a noncontributory pension plan after comple- 
tion of one year of service. The estimated annual cost of the plan was $1,073,000 and $785,000 in 
1977 and 1976, respectively. Benefits payable under the plan are provided by funded trusts. 


Contingencies 


In January, 1978, a major oil company filed suit against the Company and certain of its 
employees alleging that the Company hired former employees of the major oil company for the 
purpose of obtaining and using its trade secrets and proprietary data and seeking various relief, 
including a permanent injunction against hiring additional employees of the major oil company, 
surrender of any tangible items, damages and accounting for profits and/or business opportunities 
in indeterminate amounts. Further, a related suit was filed against Canadian Superior and one of 
its employees alleging that the employee breached his employment contract with the major oil 
company and seeking various injunctive relief, including enjoining the employee from communi- 
cating with Canadian Superior, and unspecified damages. While the ultimate outcome of these 
suits cannot be predicted, it is believed that they are without merit and will not have a material 
adverse effect on the Company. 
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The Federal Government has proposed new interpretations of old laws regarding irrigation 
water rights. These proposals, commonly referred to as the 160 Acre Limitation, generally would 
limit the use of water from Federally funded irrigation projects to farms of 160 acres or less. 
Enforcement would have a major impact upon agriculture throughout the entire western United 
States. The full impact of such enforcement on the Company’s agriculture operations cannot be 
predicted, but management believes that the primary effect would be a significant increase in 
irrigation costs. The 160 Acre Limitation is the subject of legal and political controversy, and the 
outcome is uncertain. 


There are other suits and claims against the Company, none of which in the opinion of 
management and counsel, will have a material effect on the Company. 


Proposed Acquisition 

On March 14, 1978 the Company and Hecla Mining Company (Hecla) agreed in principle to 
the acquisition by the Company of 2,500,000 shares of Hecla’s unissued common shares for a cash 
consideration of $18,750,000. Under the agreement Hecla will grant the Company options to 
purchase an additional 2,500,000 unissued shares, assign its 50 percent interest in a copper mine 
to the Company for advance royalties of $100,000 per year and contingent future royalties, and 
lease the metallurgical plant and facilities to the Company for a prepaid annual rental of $3,000,000. 
Concurrently, McIntyre Mines Limited, an affiliate of the Company, agreed in principle to purchase 
1,149,068 shares of Hecla’s outstanding common shares that are owned by Hecla’s partner in the 
copper mine mentioned above. The sales price for such shares will be $7.50 per share. 


The agreements are subject to certain conditions including the satisfactory completion of 
investigations by the Company and executions of definitive agreements approved by the Boards 
of Directors of the companies and the shareholders of Hecla. If the agreements are consummated, 
Superior will own 31.7% of the outstanding common stock of Hecla (26.7% directly and 5.0% 
indirectly through McIntyre). 


(8) BUSINESS SEGMENTS — 


The principal business segments of the Company and its consolidated subsidiaries are oil 
and gas, agriculture and mining. The oil and gas segment consists of the acquisition, exploration and 
development of oil and gas properties and the production and sale of crude oil, natural gas and 
natural gas liquids. The agricultural segment consists primarily of the development, processing and 
marketing of permanent and annual crops. The mining segment consists of the acquisition, explora- 
tion and development of prospective hard rock mineral lands and the production, processing and 
marketing of metals or minerals derived from hard rock mineral ores. Pertinent information relative 
to the principal business segments of the Company is presented below (in thousands of dollars): 


USWA, 
Oil and Gas 
United General 
States Canada Other Agriculture(1) Mining(1) Corporate Total 
OKAY TEVENUES. ooncccnocndoadac 338,032 1527625 9,700 42,303 2,506 — 545,166 
Operating -protit: (lOss) pu.taics. ce a: 116,939 86,068 (30,680) (217) (10,759) — 161,351 
General corporate expense ......... (7,087) 
Other income (expense) ........... 921 
Income before income taxes, minority 
interest and extraordinary items ... 155,185 
Depletion, depreciation and 
AMOI Ga ucocodoquougeueODE 23,091 DOg2 1,475 4,336 876 PAN 40,081 
Gapital expenditures: a. 2 dacs iss es «'s 105,044(2) 70,952(2) 7,656 6,820 4,071 : 279 194,822 
identifiablewassetsmm acetate ace 458,052 219,768 35,944 121,294 21,826 249,974(3) 1,106,858 
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1976 
Oil and Gas 
United General 
States Canada Other Agriculture(1) Mining(1) Corporate Total 
@peratingmrevVenucsmereriia tree treran 265,631 137,944 10,096 27,778 1/2 —_— 441,461 
Operating profit' (loss) ete 84,932 85,691 (26,774) (4,228) (8,314) — 131,307 
General corporate expense ......... (6,539) 
Other income (expense) ........... 3,659 
Income before income taxes, minority 
interest and extraordinary items ... 128,427 
Depletion, depreciation and 
EVMMOMIPANUK coowobocbocadgacooeor 22,362 8,225 Wl 3,509 139 906 36,272 
Capital expenditures s.ctese ieee 49,592 113}, 328 7 ,/07 6,075 7 A74 276 84,447 


Identifiables assets) ang... eee ns 351,038 140,894 26,137 TIDUS 16,908 282,620(3) 937,512 


(1) Primarily in the United States. 

(2) Includes $6,272,000 and $35,792,000 in the United States and Canada, respectively, related to acquisi- 
tion of Alminex Limited. 

(3) Includes primarily investments in affiliated companies, marketable securities, short-term investments and 
corporate property and equipment. 


(9) STATEMENT OF FINANCIAL ACCOUNTING STANDARDS NO. 19 — 


In December, 1977, the Financial Accounting Standards Board issued Statement of Financial 
Accounting Standards No. 19, “Financial Accounting and Reporting by Oil and Gas Producing 
Companies”’ (Statement), which requires oil and gas producing companies to follow the ‘success- 
ful efforts’’ method of accounting for costs incurred in the exploration for and development of 
oil and gas reserves. The Statement is effective for fiscal years beginning after December 15, 1978, 
and is to be applied retroactively by restating prior periods’ financial statements. 


The Company currently expenses all intangible drilling and development costs when incurred 
and charges the costs of nonproductive leases to expense when such leases are surrendered. Under 
the provisions of the Statement, the Company will be required, among other things, to (1) capitalize 
the intangible drilling and development costs related to productive wells and development dry 
holes and amortize such costs on the unit-of-production method and (2) provide a valuation 
allowance to recognize impairment of the value of nonproductive leases. 


Although all of the necessary computations to determine the actual effect of the required 
accounting changes have not been completed, the Company estimates such changes would increase 
retained earnings at December 31, 1977 by 15 percent to 18 percent and would increase net 
income for the years ended December 31, 1977 and 1976 by 29 percent to 35 percent and 17 
percent to 20 percent, respectively. 


(10) ESTIMATED REPLACEMENT COST DATA (UNAUDITED) — 


The Securities and Exchange Commission has required that certain replacement cost data 
be disclosed for inventories and properties, plant and equipment. Such data is not required for 
properties located outside North America and the European Economic Community, mineral 
resource assets (assets which are directly associated with and derive value from mineral reserves), 
land and assets which are not yet a part of productive capacity. Since the Company's primary 
business is the exploration for and production of mineral resources, replacement cost data is 
required for only 12% of properties, plant and equipment and 6% of inventories. Due to the 
immateriality of the amounts for which replacement cost data is required and since such assets 
are not related to the Company’s primary business, such information could be misleading and 
therefore is not included in this report. However, in compliance with the requirements of the 
Securities and Exchange Commission, such data is presented in the Company’s Form 10-K for 1977. 
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(11) QUARTERLY FINANCIAL DATA (UNAUDITED) — 


The following is a summary of the Company’s Consolidated Statement of Income by quarter 
for the years ended December 31, 1977 and 1976 (in thousands of dollars, except per share data): 


LY 
Quarter Ended 
March 31 June 30 September 30 December 31 
Operating revenues” seeiete ante ao piesiecliars pies 128,195 P23 12 143,032 150,812 
INGCOMenLOMmOPehatlonSmeEeEEe noe ene 50,591 34,161 39,012 30,500 
Equity in earnings (losses) of affiliates .......... 722 729 (2,868) (8,536) 
INGE Tneonnetes oie oaitenais ag ce noe Sine aot Momnene 21,962 16,994 18,462 Syl22 
Earnings per average share outstanding ........ 5.49 4.25 4.61 1.28 
1976 
Quarter Ended 
March 31 June 30 September 30 December 31 
@peratingarevenuesic. aeaciosra cis otuc cleaver soles hers 108,238 99'702 110,511 123,010 
INCOME OM COSTUWIOMNS coccascoucuscononeens 41,338 20,952 31,814 30,664 
Equity in earnings (losses) of affiliates .......... (327) 1,241 379 2,906 
Income before extraordinary items ............ 16,977 1 AO 15,933 5/37, 
EXtraOnclinar Valteinsin aaty-ates -ceis dea av tacos ousted -- os — 1,047 
INGGRIMCOM Caen mteceuer-t-wotenarevereisie) ork oly =. cis ss. cucboie. os 16,977 11,750 (15,933 6,784 
Earnings per average share outstanding ........ 4.23 2.94 3.98 1.69 


nd ‘such other auditing, Bloc canes as we veer necessary in ike circumstances. 
he f t jtements_ of Canadian Superior oll lid, a consolidated 
a tee or -Mentyte ‘Mines | Limited, an affiliate, which statements were oerined by other 


urnished tor us. The combined amounts for ee com- 


In a opinion, Hesed on our examination nee he eons a aier ecuniere ihe. rancal 
it | las to above ee ae 4S financial es of The testa Oil Company 


ARTHUR ANDERSEN & co. 


“March 14, 1978 
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1977 


Operating revenues for the year 1977 increased $103.7 million from 1976 to a total of $545.2 
million. Revenues from oil, gas and related products increased $83.1 million, including a $14.0 
million increase in crude oil and condensate revenues and a $66.6 million increase in natural gas 
revenues. The increase in crude oil and condensate revenues results primarily from higher sales 
prices for new domestic production and increased sales prices for Canadian production. The 
increase in natural gas revenues is primarily due to higher production and increased sales prices 
received for interstate sales of domestic production. Agricultural revenues increased $14.7 million 
in 1977, primarily due to an increase in acreage under commercial production and increased 
prices for certain crops. Operating revenues for the three months ended December 31, 1977 
increased $27.8 million from the same period in 1976. Revenues from oil, gas and related products 
increased $22.0 million, including increases from crude oil and condensate of $2.1 million and 
natural gas of $19.6 million. Agricultural revenues increased $1.7 million for the period. The 
quarterly increases result from the factors explained above. 


Operating costs for 1977 totalled $104.0 million, an increase of $17.7 million from 1976. Oil and 
gas operating costs increased $8.2 million, including increases in maintenance and. repairs of 
existing facilities of $2.3 million and the workover of producing wells of $3.3 million. Agricultural 
operating costs increased $8.7 million primarily due to an increase in the acreage under commercial 
production and increased water costs due to drought conditions in California. Operating costs for 
the fourth quarter of 1977 increased $5.2 million from the same period in 1976, including increases 
in oil and gas operating costs of $1.9 million and agricultural operating costs of $2.6 million. 


Geological and geophysical costs for 1977 increased $23.8 million from 1976 and such costs for 
the fourth quarter of 1977 increased $6.8 million from the same period in 1976. Such increases 
are primarily due to increased exploration activities in Canada and the southern and southwestern 
United States. 


Intangible drilling and development costs for 1977 increased $25.7 million from 1976 primarily due 
to a $19.5 million increase in domestic drilling operations and a $3.9 million increase in expenditures 
in Canada. Other foreign expenditures increased $2.3 million primarily due to a $19.0 million 
expenditure on new drilling activities in the Gulf of Suez, offset by decreased activity in other 
foreign areas. Intangible drilling and development costs for the fourth quarter of 1977 increased 
$17.2 million from the same period in 1976 and $12.6 million from the third quarter of 1977 
primarily due to increased activities in the United States and Canada. 


Nonproductive leases and other properties abandoned in 1977 decreased $9.4 million from 1976 
primarily due to the abandonment in 1976 of an exploratory concession in Bangladesh. 


Depletion, depreciation and amortization for 1977 increased $3.8 million from 1976 primarily 
due to increases in production on high cost properties and an increase in the Company’s 
depreciable base. 


General and administrative expense for 1977 increased $7.5 million from 1976 primarily due to a 
charge to expense in 1977 by Canadian Superior for all costs related to an Arctic gas pipeline 
research study and an increase in salaries and wages. 


Loss on foreign currency translation as reflected in the financial statements results primarily from 


the translation of Canadian Superior’s financial statements to U.S. dollars. Variations in the amounts 
reported are primarily the result of fluctuations in the Canadian exchange rate. 
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Gain on sale of Texaco stock. During the first six months of 1977 the Company sold its remaining 
holding of Texaco Inc. capital stock. The sale of 100,000 shares in the first quarter for $2.8 million 
resulted in a gain of $1.1 million. The sale of 849,072 shares in the second quarter for $22.7 
million resulted in a gain of $8.2 million. 


Equity in earnings (losses) of affiliates for 1977 decreased $14.2 million from 1976 and such amount 
for the fourth quarter of 1977 decreased $11.4 million from the fourth quarter of 1976 and $5.7 
million from the third quarter of 1977. Such decreases relate principally to variations in the 
earnings of McIntyre Mines Limited and its affiliates Falconbridge Nickel Mines Limited and 
Madeleine Mines Ltd. McIntyre reported a loss for 1977 of Cdn. $15.4 million primarily due to: 
(a) a writedown of its coal inventory from realizable value to cost of Cdn. $3.0 million; (b) an equity 
in the losses of affiliates totalling Cdn. $11.7 million; and (c) a writedown of its investments in 
affiliates of Cdn. $13.5 million. The writedown of the coal inventory and investments in affiliates 
were recognized in the fourth quarter of 1977 and their equity in the losses of affiliates for the 
fourth quarter of 1977 was Cdn. $6.3 million. Additional information concerning the Company’s 
equity in McIntyre is presented in Note 2 to the financial statements. 


Interest expense in 1977 decreased $2.6 million from 1976 and such expense for the fourth quarter 
of 1977 decreased $1.2 million from the same period in 1976. The decreases are principally due 
to decreases in the amount of debt outstanding during the periods and a decrease in interest 
on Natural Gas Sales Subject to Refund due to including in 1976 interest expense the interest 
on prior years’ credits lost as the result of certain FPC Opinions. 


Income taxes for 1977 increased $13.1 million from 1976 primarily due to an increase in income 
before income taxes. Income taxes for the fourth quarter of 1977 decreased $11.2 million from 
the fourth quarter of 1976 and $4.5 million from the third quarter of 1977. The decreases are 
primarily due to a decrease in income before income taxes and an increase in the utilization of 
investment tax credits. 


1976 


Operating revenues increased from $382.9 million in 1975 to $441.5 million in 1976. Revenues 
from crude oil and condensate increased $7.9 million primarily due to price increases allowed under 
government regulations, partially offset by a decline in production. Natural gas revenues increased 
$42.8 million principally due to higher prices for intrastate sales and improved Canadian prices. 
Operating revenues for the fourth quarter of 1976 increased $13.9 million from the fourth quarter 
of 1975 and $12.5 million from the third quarter of 1976 due to increased revenues from the sales 
of crude oil and natural gas. - 


Operating costs for the year 1976 increased $9.3 million from 1975 primarily due to higher salaries 
and wages, increased expenditures for the workover of producing wells and a general rise in the 
cost of producing oil and gas operations. 


Geological and geophysical expenses for the fourth quarter of 1976 increased $2.7 million from 
the third quarter of 1976 as the result of a general rise in exploration activity, primarily conducted 
by Canadian Superior. 


Intangible drilling and development costs for 1976 increased $15.8 million from 1975 due to a 


$8.2 million increase in domestic developmental drilling and a $11.2 million increase in expenditures 
by Canadian Superior. During the period Superior’s exploratory drilling decreased, primarily due to 
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decreased foreign drilling. Intangible drilling and development costs for the fourth quarter of 
1976 decreased $3.1 million from the fourth quarter of 1975 primarily due to reduced exploratory 
drilling in India and Bolivia. 


Nonproductive leases and other properties abandoned in 1976 decreased $2.5 million from 1975 
due to a $4.1 million decrease in agricultural properties written down, partially offset by a $1.6 
million increase in oil and gas properties and equipment abandoned. Abandonments in the fourth 
quarter of 1976 decreased $5.8 million from the fourth quarter of 1975 primarily due to a $5.2 
million decrease in agricultural properties written down and increased $1.2 million from the 
third quarter of 1976 due to a $1.1 million increase in agricultural properties written down. 


Depletion, depreciation and amortization for the fourth quarter of 1976 increased $2.1 million 
from the fourth quarter of 1975 and $6.9 million from the third quarter of 1976 primarily due 
to a reevaluation of producing oil and gas reserves. 


General and administrative expense for 1976 increased $4.1 million from 1975 and such expense 
for the fourth quarter of 1976 increased $2.8 million from the same period in 1975 and $2.4 million 
from the third quarter of 1976. All such increases result primarily from an increase in salaries 
and wages. 


Loss on foreign currency translation as reflected in the financial statements results primarily 
from the translation of Canadian Superior’s financial statements to U.S. dollars. Variations in 
the amounts reported are primarily the results of fluctuations in the Canadian exchange rate. 


Taxes (other than income) for 1976 increased $2.2 million from 1975 primarily due to increased 
production and severance taxes paid on oil and gas. 


Equity in earnings of affiliates for the fourth quarter of 1976 increased $3.4 million from the fourth 
quarter of 1975 and $2.5 million from the third quarter of 1976 primarily due to increases in the 
Company’s equity in McIntyre Mines Limited of $3.3 million and $2.6 million, respectively. 


Interest expense for 1976 decreased $1.5 million from 1975 due to a $3.0 million decrease in 
interest on long-term debt partially offset by a $1.5 million increase in interest accrued on natural 
gas sales subject to refund. Interest expense for the fourth quarter of 1976 increased $0.8 million 
from the fourth quarter of 1975 and $1.1 million from the third quarter of 1976 primarily due 
to increases in interest accrued on natural gas sales subject to refund. 


Income taxes for the fourth quarter of 1976 increased $10.7 million from the fourth quarter of 1975 
primarily due to a $16.0 million increase in income before income taxes. Income taxes for the 
fourth quarter of 1976 increased $8.5 million from the third quarter of 1976 primarily due to a 
decrease in the amount of investment tax credit and foreign tax credit utilized in the provision 
for taxes from the amounts which the Company had estimated would be utilized in its computation 
of the provision for taxes in prior quarters. 


34 


THE SUPERIOR oN COMPANY AND SUBSIDIARY COMPANIES 


“Five-Year Summary 


CONSOLIDATED re eect INCOME 
: (amounts in thousands of dollars) e 
: OPERATING REVENUES ..... oe a 


~ OPERATING EXPENSES 

| Operating costs ..... Ge. 
Geological and Soopiyece ee. , 
Intangible drilling and development costs .... 
Depletion, depreciation, amortization and 
-_ abandonments 
P General and administrative ............... 
©) Loss (gain) on foreign currency. translation : 

» faxes (other than income) ......2.........- 


ee ee 


INCOME FROM OPERATIONS .........--. 
OTHER INCOME (EXPENSE) : 

: _ Dividends and miscellaneous income ....... 
Equity im afliliafes ........... Ses oo 
Interest Se vgae ee. ee oe 


“INCOME BEFORE INCOME TAXES, MINORITY 
INTEREST AND EXTRAORDINARY [ITEMS . 


Income rrr —“CsC*SCS*S*siSC‘“CC 
Minority interest in ee Superior Oil Ltd. 


INCOME BEFORE EXTRAORDINARY LEMS . 


/ EXTRAORDINARY ITEMS 


Reduction in Federal income tax expense result- 
ing from use of prior years’ loss SOO 


7 Equity in extraordinary items of affiliated © 
company .....-).. 4)... 


NET INCOME. oo 7 


a PER SHARE DATA (in dollars) : - 
Income before extraordinary items 6.2... 
Extraordinary jens ...... ee... 

—N@l income ....... .............. ee 

Average shares Outsianding ............ . 

RETAINED EARNINGS 
Retained earnings, beginning of year ........ 
Net income ..........3................... 


| iidends ‘paid on common tou (1977-$1.90 
per share; 1976-$1.80 per share; 1975 - $1.60 
per share; prior years - $1.40 per share) .... 


| Ketained Garnings, end Of year... ....-....... 


1977 Ga, 1975 1974 1973 
545,166 | 441461 382856. 333119 = 243,175 
103,961 86,252 76,955 64,584 55,209 
52,964 29158 29885 = -28, 835 21,879 
126,859 | A0t 128 85305 58,335 41,065 
46,396 51,956 51,278 39,729 39,814 
33,706 26,174 22024-18582 15,295 

3,567 494 2,795 (401) (150) 
23,449 21,531 19,289 18,094 11,367 
390,902 316,693 287,551 227,758 + 184,479 
154,264 124,768 95,305 105,361 58,696 
18,326 0505 34726 14 284 15,059 
(9,953) 4,199 4368 3,432 6534 
(7,452) © 0,045) (11,588) 44242) — 40,719) 

921 = = 4659 = 97,506 3,474 10,874 
155,185 | 408497 422811. 108.635 69,570 
(72,605) = 69533) 64804 63077) (19.688) 
(20,040) | (48497) = 45539) 4761) ~~. 6099) 
62,540 50,397 52,468 —_—-60,997 41,783 
ee — a 7,000 6,000 

= 1,047 2,874 = 1,002 
62,540 51,444 55,342 67,997 48,785. 
15.63 12.58 13.08 1545 10.36 
eS 26 a 174 174 

15.63 12.84 13.79 16.89 12.10 

4,001,406 4,005,796 4,012,050 4,026,092 4,032,800 
610,546 566314 517393 455033 411,894 
62,540 |. 81444 35340 G7 007 48,785 
(7,602) (7,212) 6,421) __——*(5,637) ~—_—_—(5,646) 
665,484 610546 4566214. «517393 ~=——-455,033 
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CONSOLIDATED ASSETS, LIABILITIES AND 
SHAREHOLDERS’ EQUITY 


(amounts in thousands of dollars) 


CURRENT ASSETS 
Cash... .......................... ss. 


Inventories 
Prepdid expenses ...................5..... 


Oe a ee ee 


CURRENT LIABILITIES 
Accounts payable .:...................... 
Natural gas sales subject to refund ........... 
Current maturities on long-term debt ........ 
Other current liabilities ................... 
Federal and foreign income taxes ........... 


WORKING CAPITAL ..................+..... 


OTHER ASSEIS 
Properties, plant and equipment ............ 
Less depletion, depreciation and amortization . 


Investment in affiliated companies ........... 
Investment in Texaco Inc. 2 ...............-. 
Investment in other securities .............. 


Deferred charges and other assets ........... 


OTHER LIABILITIES 
Long-term debt .-..............,.......... 
Natural gas sales subject to refund .......... 
Deferred Federal and foreign income taxes ... 
Minority interest in subsidiaries ............ 


NET ASSETS (working capital plus other assets less 
other liabilities) 


ee ee ee eas 


SHAREHOLDERS’ EQUITY 
Common stock 
Additional paid-in capital 
Retained earnings ........................ 
Treasury stock, al cOSE. .«.......... 


ee ee ee 


o ¢ 8 6 we 6 eee ee eke 


1977 1976 
13,096 16,783 
86,307 86,178 

120,318 86,951 
45,928 35,859 
9,489 10,191 
275,138 235,962 
93,677 | 55473 
30,053 30,692 
13,564 18,157 
14,902 14,661 
43,825 29,250 
196,021 147,933 
79,117. ~—- 88,029 
1,059,100 870,395 
375,319 345,432 
683,781 524,963 
114,064 123,444 
— 16,155 
22,946 27,053 
10,929 9,935 
831,720 701,550 
85,012 76,741 
33,056 28,460 
149,968 99,693. 
268,036 204,894 
642,801 584,685 
10,625 10,625 
4,931 1,676 
665,484 610,546 
(38,239) (38,162) 
642,801 584,685 
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1975 


20,551 
69,790 


83,935 


33,7/0 


8,764 
216,810 


53,987 
31,645 


ope 
14,665 


26,142 


140,020 


70,790 


812,940 
316,525, 


496,415 


118,742 


16,155 


27,641. 


11019 


669,972 


96,746 


27,082 
81,106 
204,934 


541,828 


10,625 
1,639 
566,314 
(36,750) 
541,828 


3337t 


44,060 i _ 


Boe. 


49,290 


1974 

19165 

41,772 18,911 
64,515 : 

23361 = 10414 
155421 113609 
37997 eee 

17,194 

13,633 | 726 

81936 50169 
760,333 695,848 
290,137 264.566. 
470,196 

97,374 
60,927. 60927 

25,107 8 
130,379. 14674 

30,074. 32,856 

20,145 = 

65,413 50576 
246,011 251470 
494,189 434.201 

10,625 10,625 

1,636 1552 
517,393 — 455,033 
(35,465) (32,919) 
494,189 434,291 
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CONSOLIDATED CHANGES IN FINANCIAL 
POSITION (amounts in thousands of dollars) 


RESOURCES PROVIDED 

From operations ; 
Income before extraordinary items ........ 
Depletion, depreciation and abandonments . 
Equity in undistributed (earnings) losses of 

Lr 
Delerred income taxes .........-......... 
Gain on sale of [exaco stock ............. 
Minority interest in subsidiaries ........... 
Omer (eo 3... 8... 8 ee 


Extraordinary item — Federal income tax ex- 
pense eliminated by prior years’ loss carry- 
forwards 
Capital stock of Canadian Superior Oil Ltd. 
issued for acquisition of Alminex Limited . 
Proceeds from sale of properties, plant and 
equipment 
_ Proceeds from long-term debt .............. 
Proceeds from sale of marketable securities .. 


Ce 


ee 


RESOURCES APPLIED 


Additions to properties, plant and equipment 
Oi. ano gas propefties .................. 
Wells and related production equipment . 
_ Agricultural properties and equipment ..... 
Ove .................. sess. 

Acquisition of Alminex Limited (less working 
capital acquired — $10,338,000) 

| Purchase of treasury stock ................. 

Retirement of long-term debt .............. 

Natural gas sales subject to refund .......... 

Increase (decrease) in current maturities ..... 

_ Investment in Austral Oil Company 
Incorporated 

Investment in Mcintyre Mines Limited ....... 

Cash dividends paid on common stock ...... 

Investment in Western Platinum ieee 

Other (net) ....... cee e. ... 


oe ep eo eee eee 


Oe ee ee ee ee 


~ INCREASE (DECREASE) IN WORKING CAPITAL . 


ANALYSIS OF INCREASE (DECREASE) 
IN WORKING CAPITAL 


Cash. 
Shor-term investments ..............-..... 
_ Accouns receivable ................. . 
Inventories and prepaid expenses ........... 
Accounts payable and other current liabilities . 
Natural gas sales subject to refund .......... 
Current maturities on long-term debt ........ 
Federal and foreign income taxes ............ 


sere eoevneee es Ss eee HT TH HEHEHE HR HOO BEE HE HD 


1977 


62,540 
46,396 


10,880 
1,377 

(9,325) 

20,040 
3,065 


134,973 


18,798 


6,234 
21,300 
27,827 


209,132 


(4,611) 


1,500 


7,602 


(643) 


218,044 


(8,912) 


(3,687) 
129 
33,367 
9,367 
(38,745) 
639 
4,593 
(14,575) 


(8,912) 
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1976 


50,397 
51,956 


(3,202) 
1,378 


18,497 
(1,914) 


117,112 


4,102 
930 
876 


123,020 


20,734 
30,665 

6,075 
26,973 


1,412 
16,359 


4,576 


398 


1975 


52,468 
51 2/0 


(3,885) 
6,936 
(24,251) 
15,539 
15/7 


98,242 


2,495 
27,439 
69,414 


197 590 


1974 | 


60,997 
39/29 


(3,432) 
77 


14,761 
852 


113,664 


7,000 


1273 


41,783 
39,814 


(6,534) 
(1,106) 
(4,747) 
8,099 
1,736 


79,045 


6,000 


2,007 
54,994 
8,167 


150,213 


THE SUPERIOR OIL COMPANY AND SUBSIDIARY COMPANIES 


Five-Year Summary 


OTHER FINANCIAL DATA 
Sales price of common stock (per share) 


ist quarter—-high ...............:.... 
—|OW ..................... 
2nd quarter-——high .................... 
mm lOW 2.05500. 
3rd quarter—high ..............,..... 
—-lOW .....-.-5.0........ 
Ath quarter—— high .................... 


mIOW 1.1.0.5 -5....4. 1 


Dividends paid per quarter (per share of 
common stock) 


ISt Quatier ........................ 
2nd quatter...................:...... 
Sid. quarier .................3....... 
4th quarter .................,......, 
Curent falio” «ss. 


OPERATING DATA* 


Liquid hydrocarbons — gross production 
(bbls. per day) 


Crude oil 


Natural gas liquids 


United States ...... = .. 
Canada ............................ 


Natural gas — gross sales (Mcf per day) 


United States... ..... ti 
Canada ..-:................ 
Other ............................. 


Sulfur — gross sales (long tons per day) 


Canada ..... .........  . 


Employees at year-end .................... 
Payroll and benefits (in thousands of dollars) .. 


Wells drilled 
Exploratory 


Productive... ................ 
Abandoned ...................... 


Development 


Productive... 6... 
Abandoned -............ ........ 


* Includes 100% of Canadian Superior Oil Ltd. 


1977 1976. = 1975 1974 ee 
258 203 eth 30s 353. 
185 1592 «153 2111/2 289 
209 181 225 212 (295%. 
180 148 1601 165 
238 223 249 1727s 260 
203 1771/2 165 134 201 
265 2412 197%. = 196 337 
196 202. 16012 142 253 
45 45 35 35 35 
45 45 35 25 35 
45 45 45 35° 32 
55 45 45 35 a 
1.4:1 1.6:1 1.5:1 1.9:1 230) 
47,397 48565 51,236 56326 G10. 
28,145 28,191 31,020 34,153 35,994 
170 184 200 190, 
75,712 76,940 82,456 90,669 97,294 
12,287 10,760 10585 11,985 12078 
5,652 5,944 5,995 5,734 4,696 
17,939 16,704 16,580 17,719 16,774 
745,224 686,967 750,503 890,542 945,603 
186,043 202,103 209482 203701 204481 
85,337 86,892 82,808 77,997 63,262 
1,016,604 975,962 1,042,793 1,172,240 1,213,346 
640 420 369 639 622 
3,549 3210 3,341 3,346 3,087 
72,706 65,862 56,752 50,415 42,397 
Gross Net Gross Net Gross Net Gross Net Gross Net 
56 24 73 36 54 21 57 fll Ge 
67 23 82 30 96 42 1009 #37 G8 7 
270 81:298 98 2832 77 251 56 173 
22 12;:12 8 0 8 GCG 
415 140 465 173 453 148 442 116 310 108 
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Supplemental Data (a) 


_at December 31, 1977 ase 100% of Canadian Superior) 


OIL AND GAS RESERVES (b) © 


OIL AND NATURAL 


GAS LIQUIDS © NATURAL GAS 
in thousands of barrels in millions of cubic feet 
Proved Proved Proved Proved 


Developed Undeveloped Developed Undeveloped 


Net after royalty 
Unved Stiles) 122972. 13.617 1,664255 382,569 


United Kingdom ..................... 510 — 146,216 — 
Net including royalty. 
Canada ©)... ee 183,756. 3444 1,677,628 ~— 377,000 
Other international .................. — 5,906 — 51,000 
: OIL GAS 
PRODUCING WELLS (d) Gross Net Gross Net 
United Siates..................  . 5,627 1,244 1038 439.0 
~Ganacda ............; ee 3930 353 1,352 259.0 
United Kingdom ........... oo.  . — — 98 29 
9557 1,597 2,488 700.9 
/ : DEVELOPMENTAL EXPLORATORY 
WELLS IN PROGRESS Gross Net Gross Net 
‘United States .......... oe. ee 63 29.4 11 4.9 
Capea =... oo 4 2 13 4.9 
Oli .................  rr—“‘“‘ ‘CROC 1 3 4 3 
68 30.6 28 10.1 
PRODUCING OIL AND GAS ACREAGE ae 
(thousands of acres) S| Gross Net 
_ United Sites. se, 686 496 
Canada ....... bese... -. aaa. 1,085 644 
United Kinedom tee 175 39 
1,946 1,179 
UNDEVELOPED OIL AND GAS ACREAGE 
(thousands of acres) Gross Net 
United States ......... eee. 1,881 1,267 
| Citede ee 17,321 10,377 
'()auanG@ .......:..........5........ 2... 8,631 774 
AUSGaia .............................. 8,031 1,205 
Aledian Gull. .... 4. 5,003 656 
_ Papua New Guinea ..... == | 3,734 744 
POMvie i. 2,537 634 
Ll rrrrrs—s—SCO—i“‘“‘RRCONNCOOCOC;CU.C 1215 19> 
One |... 2... 4. 10,829 2,304 
59,182 18,156 
Notes: 


(a) Proved developed reserves are proved reserves which can be expected to be recovered through existing wells 


(b) 


with existing equipment and operating methods. Proved undeveloped reserves are proved reserves which are 
expected to be recovered from new wells on undrilled acreage or from existing wells where a major expenditure 
is required for recompletion. 

Production of crude oil and condensate exceeded additions to reserves in 1977, but there was a 10.4% increase 
in combined oil and natural gas liquids reserves at year-end due to upward revisions in such reserves for years 
prior to 1977. Production of natural gas was less than additions to reserves in 1977, but revisions in gas reserves 
for years prior to 1977 caused a 4.5% decline in total gas reserves at year-end. The value of the increase in liquids 
reserves is somewhat greater than the value of the decrease in gas reserves. 

Provincial government royalties on Canadian production are determined by applying a graduated percentage scale 
to gross sales proceeds. Since a material distortion occurs when royalty rates computed in such a manner are 
applied to volumetric statistics, the Canadian reserve information presented represents the Company’s interest in oil 
and gas reserves before deducting provincial royalties. 

Producing wells are designated as oil or gas on an individual well basis depending on the major product produced 
from such well. For purposes of this section, a well is defined as a single bore hole, regardless of the number of 
completions within such hole. 
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